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THE RELATION BETWEEN THE VELOCITY OF CIR- 
CULATION OF MONEY AND THE “VELOCITY OF 
CIRCULATION OF GOODS.” I 

History of the rigid form of the doctrine alleging a necessarily equivalent and 
compensating movement in the velocities of circulation of money and of goods, 
page 290.—The doctrine stated, page 294.—And refuted, page 298.—Davenport’s 
attempt at rebuttal, page 303.—On certain formulas developed by Bresciani- 
Turoni, and their application to the problem of the relationship between the veloci- 
ties of circulation of money and of goods, page 308. 


The doctrine that changes in the velocity of circulation of 
money do not affect the price level, because these changes are 
necessarily accompanied and counteracted by precisely equivalent 
changes in the “velocity of circulation of goods,” has had a long 
history, though it is only recently that it has received its most ar- 
ticulate and uncompromising statement. I must defer to another 
occasion any attempt to deal with all aspects of the history of this 
doctrine.’ I shall say here only that one of the facts which emerge 
from a study of the history of discussion of the question is that, 
very commonly, certain historians of doctrine have regarded as 

*I must defer to another occasion, also, any attempt to deal with the problems 
associated with the definition and measurement of the “velocity of circulation of 
goods.” It should suffice here to say that the definition to which I have been driven 


by a close consideration of the various alternatives which have been proposed is one 
which would be represented by the ratio 


Physical volume of sales of goods 
Physical volume of goods intended for sale“ 
I shall adhere to this definition throughout this pair of articles. 
289 
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examples of the doctrine itself certain loose statements which, 
upon closer examination, prove to have very little logical connec- 
tion—as opposed to a historical connection—with the doctrine in 
its rigid form. 

The present article is concerned only with the “rigid” form of 
the doctrine alleging the necessity of an equivalent and compen- 
sating movement in the velocities of circulation of money and of 
goods. In a second article, I shall deal with what might be regard- 
ed as a “refined’’ form of the argument; but I do so only because 
this ‘‘refined”’ form of the doctrine, unlike the loose formulations 
to which reference has been made, involves, at the crucial point 
in the reasoning, a type of analysis which is virtually identical 
with that which underlies the “rigid’’ form. 


I 


Just when the doctrine with which we are here concerned first 
received an unequivocal statement is not entirely clear. It is pos- 
sible to find, at least as early as the last quarter of the nineteenth 
century, statements which seem to be capable of no other interpre- 


tation than that suggested.’ It is also possible to find instances 
which would indicate that even though the doctrine, as such, is 
not explicitly stated, it would seem to be clearly involved in the 
terms of the discussion, by certain writers, of alternative concepts 
of the velocity of circulation of money.’ It is, however, difficult 


2 See, for example, H. V. Poor, Money and Its Laws (1877): “‘. . . . Money can- 
not move unless something else moves The use of one involves the use of the 
other: the employment of one involves the employment of the other. ...” (p. 
181). “That it [money] changes hands several times in a day does not increase or 
diminish its value; nor is a greater or less quantity required in consequence. If money 
be active, merchandise must be active”’ (p. 210). ‘“May there not be some fallacy in 
Mr. Mill’s assumption that money has, or may have, an activity greater than that 
of other kinds of merchandise? . . . . So far as each is concerned, there is the same 
activity in the merchandise as in the money paid for it, and the converse 
Their activity in the exchange, if such attribute can be predicated of either, is pre- 
cisely the same There must . . . . be the same activity of . . . . merchandise 
as of ... . money” (pp. 336f.). The general incoherence which characterizes this 
writer’s manner of exposition and argument makes it impossible to be certain that 
one has grasped his meaning; but I must confess that I am unable to assign any 
meaning to the passages cited other than that indicated in the text. 

3 This seems to me to be true of the discussion, by D. Kinley in his Money (1904; 
pp. 152 ff.), of the supposed difference between what may be called the “unit-of- 
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to find instances which may be taken as representing the entrance 
of the clearly articulated doctrine into the general stream of writ- 
ings upon monetary theory before 1913. 

If there is an exception to this generalization, it is represented 
by the very interesting case of F. von Wieser.‘ Wieser has been 
appealed to as an authority by certain writers who themselves 
held the doctrine in its rigid form; and it is unquestionably true 
that some aspects of Wieser’s discussion do not easily lend them- 
selves to any other interpretation. It can be only regarded as un- 
fortunate, for example, that Wieser should have allowed himself 
to be drawn into making a flat statement to the effect that the 
velocity of circulation of money is “no independently operating 
factor [Motiv] toward a change in the value of money, since it can 
never lead to a shift in [the size of] money income, as over against 
real income.’ If it were not for this unfortunate statement, the 
rest of Wieser’s arguments might be taken as involving nothing 
more than is involved in certain of the “loose” formulations to 
which reference was made above.’ In fairness to Wieser, it should 
be noted also that he specifically denied that there is such a thing 
as the “velocity of circulation of goods.’* None the less, it must 


time” and “unit-of-work” concepts of velocity of circulation. I must, however, ask 
to be allowed to defer discussion of this point to my forthcoming book on The 
Velocity of Circulation of Money. 

4 See his “Der Geldwert und seine Verinderungen,” in the Schriften des Vereins 
fiir Sozialpolitik, CX XXII (1909), 522 (reprinted in his Gesammelie Abhandlungen 
[ed. Hayek; 1929], p. 221). 

5 See, e.g., K. Kirmaier, Die Quantitatstheorie (1922), p. 60. 

® Wieser, Ges. Abh., loc. cit. Italics mine. 

7 When Wieser argues, for example, that “money always receives its velocity of 
circulation from commodities,” he might, from the context, be interpreted as arguing 
only as those writers argue who would stress the extent to which velocity is deter- 
mined by what others have called the “tempo of the productive process.” Similarly, 
his putting of velocity of circulation on a par with credit (Ges. Abh., p. 222) as a 
factor whose effect upon the price level is likely to be counteracted by movements on 
the goods-side of the equation of exchange, might possibly be capable of an interpre- 
tation which makes his discussion little different from that of writers who have 
sponsored still another example of the “loose” formulations to which reference is 
made in the text. 

5 See, e.g., Wieser’s article ‘Der Geldwert u. seine geschichtliche Veriinderungen” 
(Zeitschrift fiir Volkswirtsch., Soz.-pol. u. Verwaltung, Vol. XIII [1904]: Gesammelie 
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be admitted that his denial of any importance to the velocity of 
circulation of money as a price-making factor, taken in conjunc- 
tion with the loose statements to which reference has been made, 
is of sufficient importance to make easily pardonable the interpre- 
tation put upon Wieser’s general argument by later writers, who 
had already come in contact with arguments representing a state- 
ment of the doctrine under discussion in its most rigid and un- 
compromising form.® 

In any case, there can be no doubt as to the implications of the 
statements of the doctrine—such as those of Eggenschwyler and 
Laurent Deschesne—which appeared just prior to the outbreak 
of the World War;* and it is unquestionably true that it is from 
this time on that the doctrine began to appear with increasing 
frequency in the literature. Instances can be found of the use of 
the doctrine in writings upon war-time inflation,“ though one 
gains the impression that it was prevented from exerting the in- 
fluence that it might have exerted, by the fact that the preoccupa- 
tion of most writers on money with other and more pressing prob- 
lems made the time unpropitious for a serious grappling with 


Abhandlungen, p. 169); also his article in the Handwirterbuch der Staatswissenschaften 
(4th ed.), IV, 694. 

* This is certainly true of Kirmaier, who, in the passage cited in note 5, above, 
brackets Wieser with Eggenschwyler, an outspoken adherent of the doctrine in its 
rigid form, as representing examples of writers who denied the possibility of an 
“Eigenbewegung” of money. 

* Cf. the references to Eggenschwyler and Laurent Deschesne in notes 17 and 
18, infra. 

™ Cf., e.g., W. Federn, “Hinauf mit den Bankraten! Eine Entgegnung” (to 
Wicksell’s article under the same title) in Archiv fiir Soz.-wiss. u. Soz.-pol., XLII 
(1916), 208: “Of the many erroneous doctrines of monetary theory, that of the in- 
fluence of the velocity of circulation of money on its value is one of the most falla- 
cious. In the modern system of credit-money, money circulates precisely as rapidly 
as do the goods for whose purchase it is needed.’”’ I am not sure that I see the pre- 
cise significance, for the problem in hand, of the phrase “in the modern system of 
credit-money”; but Federn’s statement seems to me, as it has seemed to other 
writers who have commented upon it, capable of no interpretation other than that 
assigned to it in the text. See, on Federn, J. F. Feilen, Die Umlaufsgeschwindigkeit 
des Geldes (1923), pp. 23 f.; M. W. Holtrop, De Omloopssnelheid van het Geld (1928), 
pp. 53 n., 169 n.; also Wicksell, in his rejoinder to Federn (Archiv fiir Soz.-wiss. u. 
Soz.-pol., XLII, 606). 
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problems of the kind involved in the doctrine under discussion.” 
After the war, however, the doctrine began to receive renewed at- 
tention," though it is only very recently that it has received its 
most emphatic and uncompromising statement." 

Under the circumstances, it is hardly possible to pass over in 
silence the doctrine under discussion. It may be freely admitted 
that the failure of many writers of high standing to discuss in any 
detail the problem of the relationship which may be held to exist 
between the velocities of circulation of money and of goods can 
be regarded as representing to some degree a testimonial to the 
freedom of these writers from the crude fallacies to which certain 
writers discussing the relationship in question have fallen prey. 
On the other hand, it can be shown that certain of the writers who 
have avoided all discussion of the problem, and who might be pre- 
pared to characterize as absurd the doctrine as to the necessity of 
a precisely equivalent movement in the velocities of circulation of 
money and of goods when that doctrine is stated in its most ex- 
plicit form, have, nevertheless, on occasion permitted themselves 
to use a type of reasoning or of exposition which to a certain de- 
gree implies acceptance of the central contention of that doc- 


” It is worth noting that Schumpeter’s article “Das Sozialprodukt und die Rech- 
enpfennige,” Archiv fiir Soz.-wiss. u. Soz.-pol., Vol. XLIV (1917)—one of the very 
few achievements of German monetary theory of the period whose treatment of 
those issues in the field which may properly be regarded as “fundamental” is such as 
to entitle it to an enduring place in the literature—does not fail to deal with the 
argument under discussion. 

3 See, e.g., C. Mourre, “Les causes de la hausse des prix,”’ in the Rév. d’écon. 
polit., XXXXTIT (1919), 150. J. W. Angell in his Theory of International Prices 
(1926), p. 279, summarizes Mourre’s position as an “interesting attempt to eliminate 
the velocity of circulation of money as an independent element, on the ground that 
it fluctuates directly with the volume of exchanges,” and then adds a footnote refer- 
ence to an article by M. Barré, “La circulation Fiduciaire,” in the Rév. d’écon. 
polit. for 1918. I do not find anything in the article by Barré, however, which sug- 
gests Mourre’s argument, even as it is stated by Angell. 

™ See especially H. G. Davenport, “Velocities, Turnovers, and Prices,” in the 
Amer. Econ. Rev., Vol. XX (1930). Still more recently, the rigid form of the doc- 
trine has been given a very articulate statement by R. H. Lounsbury, in his article 
“Velocity Concepts and Prices,” in Quar. Jour. Econ., XLVI (1931), 45 ff. Strangely 
enough, Lounsbury makes no reference to Davenport, whose article appeared in an 
American periodical only a year before his own. 
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trine."* What is more important, some of the very writers who 
have undertaken to show the fallacy of the doctrine in its crude 
form have, in the course of their attempted refutation, used a 
type of analysis which, as I shall try to show in my second article, 
itself involves the acceptance, in a modified form, of what seems 
to me to be the fundamental fallacy underlying the doctrine in its 
crude form! Our first problem, therefore, is to meet on its own 
ground the rigid form of the argument alleging the necessity for a 
precise equivalence in the movements of the velocity of circula- 
tion of money and of goods, and to discover the fallacy underlying 
that argument, if it be unsound. 


II 


In brief, the contention is that there can be no such thing as 
what some German writers have called an “Eigenbewegung”’ of 
money—that is to say, a movement of money without a move- 
ment of goods to correspond."* These writers say: 


The velocity of circulation of goods must increase just as that of money in- 
creases; it is simply unthinkable that the money-side of all transactions should 
suddenly increase, without the goods-side following it! A purchase always 
presupposes a sale, a payment a receiver of payment. ... . Every increase 


5 See, in this connection, the reference to Kinley in note 3, supra, and the refer- 
ences to Edgeworth and Pigou in note 30, infra. 

6 See, in this connection, Kirmaier, op. cit., p. 60, and S. Asch, La circulation 
monétaire, le niveau des prix et le taux d’intérét (1924), pp. 40 ff. (cf. note 17, infra). 
This use of the statement that money has no “Eigenbewegung” has, of course, noth- 
ing in common with the use of a statement, couched in precisely similar terms, which 
represents an attack, by adherents of the “‘cash-balance approach,” on unamplified 
forms of what Holtrop has called the “motion-theory”’ of velocity of circulation, on 
the ground that the latter type of “theory” does not give an adequate account of the 
forces determining velocity. It should be pointed out, also, that it is, of course, recog- 
nized by all parties to the controversy that money may “‘move”’ for certain purposes 
—such as that of “making change’”’—which do not involve a passage of goods. 
Fisher, for example, took full account of this obvious fact (see, e.g., his Purchasing 
Power of Money, p. 353, on the difference between the “gross and the net circulation 
of money”’); and Eggenschwyler (“Die Kaufkraft des Geldes,” in Archiv fiir Soz.-wiss. 
u. Soz.-pol., XXXVI [1913], 216) calls attention to this aspect of Fisher’s treatment 
in arguing that whenever money “moves” more frequently within a given time, 
“there remains nothing left to do but to insert, on the goods-side of his [Fisher’s] 
equation, an increase of transactions precisely equivalent to that recorded on the 
money-side.” 
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in the circulation of money automatically calls forth an equally large increase 
in the goods-circulation.”” 

If money is offered for payment more often within the same period, what 
does this mean, if not that commodities are also offered more often for sale 
exactly in the same measure, unless money can be made to circulate against 
nothing (@ vide) !** 

It is not possible to increase the velocity of circulation [of money] without 
increasing, at the same time, in the same proportion, the number of com- 
modities or services exchanged. Since price is the ratio of the sum of mone- 
tary units exchanged to that of the units of commodity exchanged, and since 
the two increases take place in the same proportion, . . . . this is equivalent 
to saying that the variations in velocity of circulation are without influence 
upon those of prices.” 

Let us imagine a wheel on which would be fastened the commodities ex- 
changed, and let us suppose that to each commodity is attached the sum of 
money necessary to accomplish the transaction—that is to say, its price. 
The time required for these exchanges will be represented by a turn of the 
wheel. If we accelerate or retard the rotation of the wheel, the time that the 
units of money and the units of commodity will take to change hands will 
diminish or augment, but why should prices change on that account? Only 
velocity of circulation will have changed.” 

To assume that one sort of velocity or turnover can change without an 
equal change in the other is to misconceive the facts... . . The two rates 
change . . . . always* and equally in the same direction. . . . . In the receiv- 


™ Eggenschwyler, op. cit., pp. 216, 220. Italics here, as throughout this set of 
citations, are those of the authors cited, unless otherwise indicated. It should be 
noted that the use of words like “unthinkable” or “inconceivable” is characteristic 
of the doctrine under discussion in its articulated form. Thus, e.g., Asch, op. cit., 
p. 41): “It is quite impossible that velocity of circulation may vary when the 
quantity of money and the volume of exchanges remains the same. This would be 
possible only on the condition of an ‘Eigenbewegung,’ that is to say, movements in 
money alone [de mouvements propres de la monnaie]; but such a thing is inconceivable. 
Money cannot circulate by itself.” 

*® Laurent Deschesne, “Pour la théorie quantitative de la monnaie et du credit,” 
in Rév. d’écon. polit., XXVIII (1914), 411. Cf. Mourre, op. cit., p. 150: “Money does 
not circulate against nothing [@ vide]; it is used in [s’applique a] exchanges.” 

” Mourre, loc. cit. » Ibid. 

2 Attention should be called to the use, in this context, of the word “always,” 
which, like the use of the words “unthinkable” or “inconceivable” in the context to 
which attention is called in note 17, supra, is characteristic of the statement of the 
doctrine under discussion in its rigorous form. So, e.g., Charles Gide, in a letter to 
Asch, quoted by the latter, op. cit., p. 60: “The multiplication of payments (velocity 
of circulation) is found to be compensated and annulled by the multiplication of acts 
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ing and spending process, the aggregate turnover of goods and the aggregate 
turnover of media are unaffected by changes of velocity—or changes of turn- 
over—either of goods or of media. These two sorts of exchange are parallel, 
equal, and offsetting. .. . . So far as goods are entering more times into ex- 
changes, so also must the medium be entering more times, each turnover the 
obverse aspect of the other. The media can arrive at more turnovers per 
period only as the goods take on a similarly accelerated velocity in exchange 
against the media—the greater the turnover of media, the more transfers of 
goods against it—the more turnovers of either offsetting an increasing num- 
ber of transfers of the other. .... Each increase in the number of transfers 
of goods carries with it an increasing number of unit transfers of money; each 
increase in the velocity of money an equal and offsetting increase in the veloc- 
ity of goods. .... If goods constant in volume are to turn over twice as many 
times . . . . with money constant in the number of units, prices must still, it 
is clear, hold stable, irrespective of any initial assumption as to the velocity 
of money-turnover, and this by virtue of the very fact that the turnovers of 
the money-units must be twice as numerous, the unit-velocity twice as 
great .... ; its total of unit transfers twice as great, precisely because with 
each turnover of goods there goes along, as quid in the quid-pro-quo transac- 
tions of trade, a turnover of money. .... Changes in the velocities of money 
and of goods .. . . are again to be recognized as interdependent facts. The 
turnover of either implies and requires the turnover of the other... . . No 
changes in the rate of money-turnovers against goods-turnovers are possible. 
. ... Inthe days of the square dances, the figure called the “grand right-and- 
left” required that four men of the quadrille circle in order to the right and 
four women to the left—all so returning to their original places—the men 
and women interweaving and tracing this circular movement, and touching 
hands at each passing. Problem: what would happen were the men individu- 
ally or in the aggregate to clasp hands with the women twice as often as the 
women with the men? Billiards also would be a perplexing, not to say im- 
possible, game were it permitted that some balls be more often kissing than 
kissed. So again, social and legal complications would multiply were, say, 
more men than women to enter marriage. .. . . Changes of the ordinary sort 
in the rate of turnover either of media or of goods can occur only as the 
changed rate of the one goes along with the changed rate of the other.” 


No matter how many times the turnover of media may take place, there 
must be a corresponding increase in the number of times that commodities, 


of exchange, necessarily and always, since one of these acts implies the other.” It 
is worth noting that Gide’s “conversion” on this point was so thorough and whole- 
hearted that he seriously suggested that the concept of a velocity of circulation of 
money, regarded as a factor affecting the value of money, ought to be “erased from 
the exposition of the quantity theory” (Asch, op. cit., 44 n.). 

# Davenport, op. cit., pp. 9 ff., 13 f., 18 f. 
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services, or securities exchange hands, if the quantities of media and of com- 
modities, services, and securities that are exchanged remain constant, since 
the transfer of media is made against the transfer of commodities, services, 
or securities, each being made in consideration of the other. In view of the 
fact that the number of transfers does not affect the ratio of exchange of 
media for commodities, services, or securities, changes in turnover of media 
cannot produce price-level fluctuations of any sort.* 

This, then, is the clearly articulated argument as to the neces- 
sity for a precisely equivalent movement in the velocities of circu- 
lation of money and of goods which must be answered by all those 
who still insist that movements in the velocity of circulation of 
money are an important factor in the determination of the gen- 
eral price level. 

The comparative recentness, already commented on, of the un- 
ambiguous form of the doctrine is unquestionably one of the 
reasons why it is not easy to find in the literature a refutation of 
the doctrine articulated with the clarity which has characterized 
the later statements of the doctrine itself. Yet, even so, the at- 
tempts at refutation which have thus far appeared are disappoint- 
ing in more than one respect. In some instances, the “refutation” 
has taken the form simply of a dogmatic counter-assertion to the 
effect that the two “‘velocities” may, and often do, vary independ- 
ently, and even in opposite directions, without any detailed argu- 
ment to show how this may be possible without running into logi- 
cal absurdities of the type which Davenport, for example, lam- 
poons by means of his illustrations drawn from fields as varied as 
the old-fashioned square dances, billiards, and marriage. 

In other instances, the refutation fails to give complete satis- 
faction for the reason that, instead of meeting on their own ground 

*% Lounsbury, o?. cit., p. 48. Cf. also ibid., pp. 45 and 47. 

* For an example of such a “dogmatic counter-assertion,” see Landry, Manuel 
d’économique, p. 555: “From the fact that the transfers of money are simultaneous 
with those of commodities, it does not follow, as is here implied, that they are [sc., 
necessarily?] parallel to them. They [sc., often?] take place in a direction contrary 
to that of the transfers of commodities; and thus it may very well happen that the 
circulation of commodities and that of money may have very different velocities.” 
It is true that, on the preceding page (p. 554), Landry had called attention to the 
necessity for “weighting” the coins—a point which, as we shall see (p. 300 of this 
article, infra) is relevant to the problem in hand; but he does not use it in an attempt 
to disprove the thesis under discussion. 
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arguments of the type presented by Davenport, it relies upon a 
demonstration of the proposition that, whatever may be the valid- 
ity of the argument as applied to concepts of a velocity of circula- 
tion of money which are widely current, it has no validity as ap- 
plied to the particular notion of velocity which is sponsored by the 
writer presenting the refutation. This latter procedure can, in- 
deed, be justified from the point of view of logical consistency. 
None the less, as we shall see in the second of these articles, it is a 
serious question whether a shifting of ground, of the kind indi- 
cated, does not have the incidental effect of leaving unexplained 
certain phenomena, the importance of which it is impossible to 
discuss lightly. In any event, the champions of the doctrine under 
attack have a right to demand that their argument be refuted by 
a counter-argument which proceeds, as does their own, from an 
acceptance, as the basis of discussion, of the more conventional 
definition of “velocity of circulation,” since, when all is said, it is 
the latter which continues to command the support of a majority 
of the writers on money. 


Ill 


We may begin by pointing to a fact which must be obvious 
upon even a very slight consideration of the problem—viz., that, 
by the terms of their own argument, most of the sponsors of the 
notion under examination would probably be compelled to admit 
that the velocity of circulation of money is /o some extent a factor 
affecting the price level, since, in many cases, they admit that the 
movement of “goods’’ which must correspond to every move- 
ment in money, may arise from the bringing to market of goods 
newly produced. It would probably be admitted, in other words, 
that while it is “inconceivable” that the velocity of circulation of 
money should increase while the total of transactions in “goods” 
remains constant, this increase in goods-“transactions” may come 
about from an increase in the “quantity of goods” rather than 
from an increase in the velocity of circulation of those goods. If 
this be so, then an admission that money cannot have an “‘Eigen- 
bewegung,”’ in the sense that it cannot circulate “‘d vide,” does not 
necessarily imply, despite the specific statements to the contrary 
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by these writers, that the factor on the goods-side of the equation 
which “matches” an increase in the velocity of circulation of 
money need be a change in the velocity of circulation of goods. If 
it be admitted, in addition, that the “quantity” of goods is a 
factor affecting the price level—and surely this would be admitted 
by all the writers concerned—then the velocity of circulation of 
money must be regarded as a factor affecting the price level, in the 
special sense of its being a factor which may, under certain cir- 
cumstances, prevent the fall in prices which would otherwise take 
place. 

It is only fair to point out, however, that this argument, sound 
though it is, does not meet squarely the kernel of the doctrine with 
which we are here concerned. In itself, it represents a very great 
concession to those who argue that the velocity of circulation of 
money is not a factor which may independently affect the price 
level, since it does not demonstrate that it is possible for the veloc- 
ity of circulation of money to change without either the quantity 
of goods or the velocity of circulation of goods necessarily chang- 
ing in the same direction and to the same degree. 

In point of fact, nevertheless, the elements of the argument 
which must be invoked to prove the possibility of uncompensated 
movements in the velocity of circulation of money are to be found 
at various points in the literature, and need only to be assembled, 
articulated, and applied to the problem under discussion, to per- 
form the service required of them.*’ The essential point of the 
refuting argument is that a statement to the effect that “‘money”’ 
is being spent faster or more slowly is utterly without significance 
unless we specify the units in which money is being so spent, or— 
and this, of course, comes to the same thing—unless we assume 
that these units remain the same as in the earlier period. Landry 
and Fisher, to say nothing of subsequent writers, obviously had 
this point in mind when they called attention to the necessity for 

5 Attention has already been called (cf. the preceding note) to the fact that Lan- 
dry, for example, did not use his point concerning the “weighting”’ of the coins in his 
“refutation” of the doctrine as to the necessity for a precisely equivalent and com- 
pensating movement in the velocities of circulation of money and of goods, respec- 


tively. The same is true of Fisher, Bresciani-Turoni, and the other authors cited in 
notes 26-29, immediately following. 
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“weighting” the coins, when one speaks of “‘coins” being “trans- 
ferred” at lower or higher speeds.” 

The application of this platitude to the present problem is at 
once obvious. Of course it is true that, with every spending of 
money, there is a “spending” of goods, and vice versa; but this 
does not make it necessary that the rates at which the stocks of 
money and goods, respectively, are being spent, should be mathe- 
matically equal.” The statement that the money-stock is being 
“turned over” more rapidly than before, while the stock of goods 


* On Landry, see note 24, supra. Cf. Fisher’s Purchasing Power of Money, pp. 
354, 363. Fisher (ibid., p. 353) puts the same point in another way when he speaks 
of the necessity for taking account of “the discrepancy between the buying efficien- 
cies”’ of coins of different denominations. See, also, in this connection, the concept 
designated by A. Voigt (“Theorie des Geldverkehrs,” in the Zeitschrift fiir Sozial- 
wissenschaft, N.S., XI [1920], 486 ff.), as the “work [Arbeit] of money.” Voigt (op. 
cit., p. 487) defines the ‘“‘work of money”’ by the equation a= h, in which a repre- 
sents the work (Arbeit) of money, u the “value” of the money employed—i.e., the 
“nominal value” (Nennwert (op. cit., p. 486]) of the coin—and h the “number of pay- 
ments” made by the coin. It must be pointed out once more, however, that Voigt, 
like the writers who have found it possible to stress the necessity for “weighting” 
the coins without using the formidable array of concepts and symbols used by Voigt, 
makes no attempt to apply the notion to the problem in hand. 

27 The attention of the reader is called, in this connection, to the analysis of those 
writers who have discussed the “‘velocities of circulation” of money and of goods, 
respectively, in terms which would concentrate attention upon the amount of time 
necessary to exhaust the respective stocks, or—what comes to the same thing—upon 
the size of the “fractions” of the stocks of money and of goods, respectively, which 
are involved in a given exchange of goods for money. Taussig, for example (Princi- 
ples of Economics, 1, 237), speaks of the “rate of use” of the money-stock. Eucken, 
Kritische Betrachtungen sum deutschen Geld problem (1923), p. 54, speaks of the possi- 
bility that a greater “‘part”’ or “fraction” of the monetary stock may appear on the 
market against a diminished offer of goods, though it must be admitted that his 
argument loses something in the way of cogency because of the fact that it seems to 
suggest that the diminished offer of goods comes about only when difficulties—tech- 
nological or otherwise—begin to arise in connection with the problem of expanding 
production. The one writer, however, who has articulated most clearly the notion of 
what we have referred to as the “amount of time necessary to exhaust the respective 
stocks” of money and of goods, and the related notion of the “size of the ‘fractions’ ”’ 
of those stocks which are involved in exchanges of goods for money, is C. Bresciani- 
Turoni (“Le variazioni della rapidita di una moneta deprezzata,” in Giorn. degli 
Econ., LXV [1925], 228). One is compelled to note again, however, that this sugges- 
tion of Bresciani-Turoni, which, unfortunately, is not articulated with the sharpness 
it requires in order to impress its implications upon the casual reader, was not ap- 
plied by the author himself to the problem with which we are here concerned. For a 
more detailed discussion of Bresciani-Turoni’s analysis, see section V of this article. 
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is being turned over less rapidly during the same period, is per- 
fectly consistent with the statement that every act of spending 
implies a simultaneous “spending’”’ of goods. In the case just 
cited, every coin would, it is true, be paired with a “parcel’”’ of 
goods; but the coin would be a larger coin than was the case in the 
typical transfer in the preceding period, and the parcel of goods 
would be a smaller parcel than was to be found in the typical 
transfer of the earlier period.* The writer has been in the habit of 
expounding this notion to his students by asking them to consider 
the problem of a person presented with a loaf of bread and a large 
slab of cheese, and charged with the problem of assigning one slice 
of cheese to one slice of bread. Obviously, every slice of bread 
must have its slice of cheese; but no one would venture to argue 
that the terms of the problem, as I have stated it, force the person 


* See, in this connection, the argument of Cannan, “The Application of the The- 
oretical Apparatus of Supply and Demand to Units of Currency,” Econ. Jour., 
XXXII (1921), 456 f., to the effect that ‘evidence of increased or decreased willing- 
ness to hold currency”’ will be registered “‘ in the fact that more or less goods are 
actually being given for the unit of currency.” Attention should be called also to the 
implications, for our problem, of the concept of a “real performing capacity” of 
money (wirkliche Leistungsfahigheit des Geldes), as developed by A. Sokoloff, “Zwei 
Beitriige zur Theorie des Umlaufsgeschwindigkeit des Geldes” (in the Archiv fiir 
Soz.-wiss. u. Soz.-pol., LVII [1927], 149), though Sokoloff’s own development of 
these implications leaves much to be desired both from the standpoint of clarity and 
from the standpoint of its articulation with respect to the problem in hand. Sokoloff 
(pp. 149, 163) defines the “real performing capacity of money” as the “average 
number of commodities which are turned over during the period of time under dis- 
cussion by means of one monetary unit.” This, of course, may be regarded as a way 
of calling attention, as is done in the text, to the possibility of mating smaller “par- 
cels” of goods with larger “parcels” of money, while the same absolute number of 
“‘matings” remains as before. Sokoloff presents (p. 149), as a formula for his “real 


performing-capacity of money,” the expression VX which may be regarded as 


calling attention to the fact that one of the ways to bring about changes in V which 
are not “annulled”’ by precisely equivalent changes in the velocity of circulation of 
goods, is to vary the terms on which “money” exchanges for “goods,” i.e., P. I am 
unable to reconcile this conclusion, which seems to me legitimately deducible from 
the notion of a ‘“‘real performing capacity of money,” with the fact that J. G. 
Kretschmann (“‘Esame critico delle dottrine sulla moneta e sui prezzi nell’ esperienza 
economica russa,” in Giorn. degli Econ., 1929, p. 349) attributes to Sokoloff the notion 
that there is a necessarily equivalent and compensating movement in the velocities 
of circulation of money and of goods. The fact that the writings of Sokoloff referred 
to by Kretschmann are in Russian makes it impossible for me to straighten out the 
apparent contradiction. 
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in charge of the slicing to exhaust the loaf of bread and the slab 
of cheese at precisely the same rate. He may stand firmly by the 
condition that every slice of bread must have its slice of cheese, and 
yet allow himself the greatest latitude in deciding the width of the 
slices of bread and cheese, respectively, and so in deciding the 
time within which the bread and cheese, respectively, shall be ex- 
hausted.” 

Once this simple fact is recognized, no validity whatever at- 
taches to the suggestion that, merely because every act of spend- 
ing money implies a simultaneous “spending”’ of goods, the rates 
of turnover, or “velocities of circulation” of goods and of money, 
must necessarily be equal. One can say, for example, that money 
may “circulate more rapidly” without goods “circulating” more 
rapidly at the same time, and still not fall into the absurdity of 
assuming that the additional transfers of money are made “against 
nothing”; the transfers are made against goods in every case, 
though against smaller units of those goods. In the same way, it 
can be shown that Davenport’s amusing illustrations from the 
fields of the old-fashioned square dances, billiards, and marriage 
are not applicable to the present problem, for the simple reason 
that, in those illustrations, the units which are to be “matched”’ 
are not capable of being thrown into larger or smaller “parcels,” 
for the purposes of the “‘matching” process. It can only be re- 
garded as unfortunate, therefore, that writers whose general anal- 
ysis of the phenomena associated with the notion of a “velocity of 
circulation of money”’ is such as to lead to conclusions quite differ- 
ent from those of Davenport, should on occasion have allowed 
themselves to use a type of exposition which would suggest sup- 
port of Davenport’s implication that the “units” involved in the 
“matching” of money and of goods are of the same unchanging 
rigidity with respect to size as are the “units” involved in Daven- 
port’s illustrations.” 

*” Fisher, in his The Money Illusion (1928), pp. 34 f., uses a similar illustration 
when he remarks that “if more money pays for the same goods their price must rise, 
just as if more butter is spread over the same slice of bread it must be spread thicker, 
the thickness representing the price-level, the bread the quantity of goods”; but he 
makes no attempt to apply the illustration to the problem in hand. 


%® Edgeworth, for example, in his Currency and Finance in Time of War (Oxford 
University Press, 1918), pp. 30 ff., proposed, as a restatement of J. S. Mill’s notion 
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IV 


It must be said, in defense of Davenport, that he, virtually 
alone among the writers who have sponsored a rigid form of the 
notion to the effect that there is a necessary equivalence in the 
movements of the “velocities of circulation” of money and of 
goods, respectively, seems to have recognized, and attempted to 
answer, the kernel of the argument which has just been pre- 
sented.* 

Davenport asks, as we have asked: “Why not twice as many 


of the “efficiency” of money—a notion the examination of which I must leave for 
my book on Velocity of Circulation—the definition: “the number of times that a 
unit of money changes hands in order to purchase a unit of goods during a unit of 
time.” This statement is the more open to misunderstanding because of the fact 
that Edgeworth suggests (Joc. cit.) the use of a special algebraic term [7] to represent 
a “unit” of goods—the implication of the whole, to the unwary reader, being that a 
monetary “unit,” such as a dollar, must always be “matched” with a “unit of 
goods,”’ to be conceived of as fixed in size. Pigou also uses a type of exposition which 
can only be regarded as dangerous, when (Industrial Fluctuations, p. 136 of the rst 
[1927] ed.) he speaks of “‘the number of times that representative units of money 
change hands during the year against representative units of commodity” (italics 
mine). Such a usage is the more unfortunate in view of the fact that, in what fol- 
lows, Pigou himself has used a type of analysis which, despite the fact that his anal- 
ysis otherwise is clearly such as to stress the importance of the velocity of circulation 
of money as a factor affecting the price level, certainly at least suggests what will be 
referred to in my second article as the “refined form” of the doctrine alleging a neces- 
sary equivalence in the movements in the velocities of circulation of money and of 
goods. He tells us, for example (op. cit., p. 136), that “the number of times that 
representative units of money change hands during the year against representative 
units of commodity .... must, of course, be equal to the number of times that 
representative units of commodities change hands against representative units of 
money’”’; and, at another point in his treatment (oP. cit., p. 153), he takes this propo- 
sition so seriously as to be prepared to substitute the algebraic term for what 
amounts to the “velocity of circulation of goods” for an equivalent number of money 
transfers, obviously upon the assumption that the two are necessarily equal mathe- 
matically. I shall deal with Pigou’s discussion of this point at greater length in my 
second article. 

3% The only instance I have been able to find, aside from that of Davenport, in 
which a champion of the doctrine in its “rigid form” may be said to have glimpsed 
the correct solution of the problem, is that of Mourre (0p. cit., p. 150), who suggests 
that the impasse may be overcome by “modifying the distribution of money in such 
wise as to provide some for the units of commodities which are deprived of them, 
and, as a consequence, to lower prices.”” There is no evidence, however, that Mourre 
saw as clearly as did Davenport the bearing of this solution on the problem in hand; 
and it is certain that he did not attempt to meet the argument, as Davenport did. 
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units of [circulating] media against each transfer of goods?” “But 
this,” he goes on to say, “is only an awkward way of asserting a 
doubling of prices . . . . with more units of media transferred at 
each one of an unchanged number of transfers.’’ And again: 
“Why .... may not each money unit achieve its doubled veloc- 
ity . .. . in the sense of each unit mediating the transfer of twice 
[sic] as many goods? Obviously, however, this is to report not a 
change in the unit rate of money turnover, but of the unit ratio 
of exchange of money against goods at which each turnover takes 
place.” 

It will be noted, in the first place, that everything depends upon 
the meaning to be assigned to the expressions “unit rate of money- 
turnover” and “number of [money] transfers.” If, by these ex- 
pressions, we mean the number of times “money”’ passes, regard- 
less of the denomination of the money, then, obviously, there is no 
reason for assuming that the “number of transfers” of money will 
have changed. But surely, with very few exceptions, writers on 
velocity have never had any such notion of velocity in mind.* The 
suggestion, referred to above, that the coins must be “weighted,” 
of course amounts to saying that the “number of transfers” of 
money, in Davenport’s sense of “number of transfers,” may repre- 
sent a greater or less rapidity of turnover of monetary stock, de- 
pending upon the number of monetary “units” involved in each 
transfer. To put the matter in another way: the “unit” which is 
involved in the “rate of money-turnover” is not “money,” defined 
in such a way as to be independent of the amount involved in 
individual transactions. There is, therefore, in the case given by 
Davenport, most certainly a change in the “unit rate of money- 
turnover,” in any sense of the latter term which would command 
general acceptance. 

There is, of course, also a change in the “unit ratio of exchange 
of money against goods.”’ Davenport accuses us of confusing, in 
our general argument, “ratios of exchange with frequencies of 
transfer.” What we actually do, of course, is simply to argue that 

» Davenport, op. cit., p. 14. 

33 One of these exceptions is Kinley, on whom see again note 3, supra. See also the 
discussion of Edgeworth and Pigou, in note 30, supra. 

4 Davenport, op. cit., p. 9. Cf. also p. 18 of the same article. 
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it is by virtue of a change in the “rate of exchange of money 
against goods” that a change in the “unit rate of money-turnover”’ 
becomes possible.*s It is just upon this part of our argument, | 
however, that Davenport concentrates his attack. 

There are, he argues, two reasons for refusing to accept any 
such solution of the problem. In the first place, our argument, 
considered from the standpoint of logic, represents a case of 
pelitio principii. ‘The thesis to be established turns out to have 
been assumed to start with, and to constitute the entire move- 
ment of thought by which it is arrived at.’ The “thesis to be 
established,” it will be agreed, is that “velocity” may be a factor 
affecting the price level, because there is no reason for assuming 
that changes in the velocity of circulation of money will neces- 
sarily be counteracted by a precisely equivalent change in the 
velocity of circulation of goods. We do, indeed, assume that there 
is no reason why the “ratios of exchange” between money and 
goods, in individual exchanges of money and of goods, should re- ' 
main unchanged; and it is apparently this assumption which Dav- 
enport regards as a begging of the question. But why is our as- 

3s Cf. Eucken, op. cit., p. 54: “This rise in prices signifies . . . . that the total 
stock of money on hand now is actually turned over more quickly than formerly, for 
a greater quantity of money is necessary, at the higher prices, to buy the same quan- 
tity of commodities.”’ This point, viz., that it is the price change which makes possi- 
ble an uncompensated change in the “unit rate of money-turnover,” seems to have 
been completely overlooked by most of the sponsors of the articulated doctrine as 
to the necessity for a precisely equivalent and compensating movement in the veloci- 
ties of circulation of money and of goods, respectively. Eggenschwyler, e.g. (op. cit., 
Pp. 220), deduces his conclusion from the equation of exchange itself, which “‘rests 
exclusively on the assumption that the goods-side of all transactions must always 
give exactly the same sum as the money-side,”’ without realizing that this does not 
necessarily mean that “an increase in the money-circulation without a precisely 
equivalent increase in the circulation of goods is thereby excluded in advance.” It 
is, of course, obvious that the equilibrium between the two sides may be maintained, 
not only by “an increase in the circulation of goods,”’ but also by a change in the 
prices at which the goods pass. There is, therefore, reason to object to the type of 
exposition employed by such a writer as F. D. Graham, in his Exchange, Prices, and 
Production in Hyper-Inflation: Germany: 1920-23 (1930), p. 108, in which the 
author undertakes to show that velocity, when defined as the “ratio of money ex- 
pended to the average money on hand,” “may not exert any influence upon prices.” 
Graham’s illustration, which involves the repeated transfer of cash for poker-chips, 
obviously loads the dice in his favor, in that, as he himself points out, the “‘price’’ 
of poker-chips is “arbitrary,” and therefore, in the nature of the case, unchanging. 

% Davenport, op. cit., p. 14. 
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sumption more arbitrary than that of Davenport, who assumes 
the contrary, viz., that these ratios must in fact remain un- 
changed? It would be just as reasonable, surely, to insist that, in 
attempting to show that an increased stock of money may affect the 
price level, we may not assume that a change in the price level 
is the means by which this increased stock of money is allowed to 
pass in exchange against goods remaining the same in amount. 
Would a refusal to make this assumption represent a “confusion” 
of “ratios of exchange” with the size of the stocks entering into 
exchange? If we may say, in this case, that the change in the 
price level is both the effect of the increased stock of money and 
the means by which it becomes possible for the increased stock of 
money to exhaust itself against the existing stock of goods, why 
may we not say that the change in the price level is both the effect 
of the increased velocity of circulation of money and the means 
whereby the more rapid spending of money is allowed to exhaust 
itself against an unchanged rate of “spending”’ of goods? 

If, then, there is strength in Davenport’s position, it lies, not 
in any putative demonstration that a begging of the question is 
inherent in the logical form of our argument, but in his second 
proposition, which holds that a change in the ratio of exchange 
between money and goods, under the conditions given, is in- 
herently improbable, in the light of the actual facts with respect 
to economic practice. “Why,” asks Davenport, “should this dou- 
bled turnover of goods come to impose the selling of them in pairs, 
. where before they were sold in singles? Or impose the buying of 
things in double the earlier quantities?”’»’ 

By way of showing the extreme improbability of the occurrence 
of such an event, Davenport presents a series of imaginary in- 
stances of activity on the part of buyers and sellers, most of which, 
without more ado, we may agree in characterizing as grotesque.* 

37 Ibid., p. 15. We should say, of course, that the “doubled turnover” represents 
the selling of goods in “double the earlier quantities.” This seems, indeed, to be 
Davenport’s own meaning. His real question, therefore, as is obvious from that part 
of his discussion which follows immediately, is: “What is there in the economics of 
the situation which would lead us to expect an increase in the physical volume of 
sales?” 


% The following (op. cit., p. 15) may be taken as typical: ‘Instead of selling, as 
before, a yard of cloth, shall the producer or middleman hunt about for a pair of 
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This is quite a different thing, however, from admitting that these 
grotesque instances represent the only possibilities inherent in the 
situation. The account, for example, which has been made fa- 
miliar by countless writings on war-time inflation, of certain of 
man’s activities during such periods which have the effect of in- 
ducing changes in “velocity,” has not struck most students of the 
subject as an essentially grotesque account of the way in which 
men actually behave.*® We are here touching upon questions 
which, concerned as they are with the forces determining the ad- 
ministration of cash-balances, must be deferred to a later publica- 
tion.” It is sufficient to repeat here our conviction that though 


shoes to go with the cloth?” On the other hand, the following instance is not gro- 
tesque, despite Davenport’s implication to the contrary: “Shall the grower of wheat 
take it to market in twice as large deliveries . . . . to the result, though presumably 
not in the purpose, of getting only haif as high a price per bushel?” This is, in fact, 
what happens in many cases. The “grower of wheat” knows perfectly well that, 
though the effect of his bringing wheat to market at a faster rate may be to lower the 
price, he may stand to lose still more by holding it from the market while other 
“growers” dump their wheat at whatever prices they can get. 

39 Indeed, passages can be cited from the earlier works of Davenport himself 
which would indicate that he, too, was prepared to admit as a reasonable probability 
the type of behavior under discussion. In his Ouélines of Economic Theory (1896), 
p. 362, Davenport gives an account of the decrease in the velocity of circulation of 
money which corresponds to at least one side of the picture, as given by writers on 
war-time inflation, of the activity of traders and others during periods of rapid price 
change; and in his Economics of Enterprise (1913), pp. 318 f., Davenport supplements 
this description by one which takes account, not only of changes in the velocity of 
circulation of money, but also of (inverse) changes in the velocity of circulation of 
goods. At that time, at any rate, Davenport saw nothing grotesque in the suggestion 
that, under certain conditions, what happens is that “there are more goods being 


offered against currency . . . . than are possible of sale at the immediately preceding 
level of prices. .... There is . . . . an increase in the volume of commodities press- 
ing for sale . . . . There is, in truth, not only less currency, but also more goods” 


(Davenport, Economics of Enterprise, p. 318). 

# It may be pointed out, however, that one of the “loose” formulations to which 
reference was made at the beginning of this article—viz., that which argues that the 
velocity of circulation of money is determined by the “movement of business” —is 
closely related to this part of Davenport’s argument. This is not to say, of course, 
that we should be justified in putting statements of this type in a group with the 
statements discussed in this article, all of which argue explicitly that the velocity of 
circulation of money is determined by the “‘velocity of circulation of goods”—despite 
the fact that S. Kuznets, whose argument (in his article “Monetary Business Cycle 
Theory in Germany,” in Jour. Pol. Econ., XX XIII [1930], 138 ff.) represents a vari- 
ant of the proposition that the velocity of circulation of money is determined by the 
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Davenport, virtually alone among those who have defended the 
proposition as to the necessity of a mathematical equivalence be- 
tween the changes in the velocities of circulation of money and of 
goods, must be given credit for having recognized the essential 
point of the argument against the necessity of such an equivalence, 
his attempt at refutation of that point must be regarded as an un- 
successful one. 


Vv 


At an earlier point in this article, reference was made to C. 
Bresciani-Turoni as “the one writer who has articulated most 
clearly the notion of what we have referred to as the ‘amount of 
time necessary to exhaust the respective stocks’ of money and of 
goods, and the related notion of the ‘size of the fractions’ of those 
stocks which are involved in exchanges of goods for money.’’* 
His analysis therefore deserves to be examined in somewhat great- 
er detail. 

Bresciani-Turoni remarks: “(Common observation shows that, 
normally, every day a certain fraction of existing money is ex- 
changed against a certain fraction of the stock of commodities.”’” 
It is obvious, of course, that these “‘fractions” are identical con- 
ceptually with the “parcels” of money and of goods—or, if one 
chooses, the slices of bread and of cheese, in the illustration given 
in the text. Bresciani-Turoni thus deserves the greatest credit for 
having called attention to what must be regarded as the kernel of 
the argument developed above, viz., that it is extremely impor- 
tant, in studying the “velocities” of money and of goods, to study 
the /erms on which money exchanges for goods in a series of ‘“‘trans- 
fers,” as well as noting the “number of transfers,”’ in Davenport’s 
understanding of the latter expression. Such objections as may be 


“tempo of the productive process,” states this argument in terms of a supposed de- 
termination of the velocity of circulation of money by the “velocity of circulation 
of goods.” After all, the greater part of Davenport’s argument, and virtually the 
whole of the argument of most of the writers cited in this article as having attempted 
to prove the necessity of a precisely equivalent and compensating movement in 
the velocities of circulation of money and of goods, is based upon considerations 
quite distinct from those touched upon incidentally by Davenport at this point. 


# See note 27, supra. # Bresciani-Turoni, op. cit., p. 228. 
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raised to Bresciani-Turoni’s general treatment otherwise will be- 
come clear from an examination of his algebraic formulation and 
of his use of the results so obtained in describing certain of the 
phenomena under discussion. Bresciani-Turoni’s argument, with 
changes in the algebraic notation to conform to the usage adopted 
in these articles, runs as follows: 

Let M equal the stock of money, G the stock of goods, a the 
number of days which must pass before the whole of the money 
will have been spent once, and 6 the number of days which must 
elapse before the stock of goods will have been turned over once. 
Obviously, the “fractions’’ of the stocks of money and of goods, 
respectively, exchanging against one another on any one day will 
I 
b 
is that it is a change in the size of these “fractions” which makes 
possible changes in the “velocities” of money which may be nei- 
ther synchronous nor equal in direction or amount. 

So far, there can hardly be objection to Bresciani-Turoni’s 
treatment. He then passes, however, to the problem of relating 
the magnitudes a and } to the magnitudes V—the velocity of 
circulation of money—and 2, the latter term being used to repre- 
sent what, for our present purpose, we may regard as being equiv- 
alent to the velocity of circulation of goods.“ He presents, as his 


4 It is obvious that if we abstract from the considerations associated with the 
notion of “‘income-velocity,” a@ becomes equivalent to what Robertson and Pigou 
have called the “period of circulation” of money. (See Robertson, Banking Policy 
and the Price-Level, p. 47; Pigou, op. cit., pp. 136 ff.) There is, however, nothing in 
the subsequent use of the latter concept by Robertson and Pigou corresponding to 
those parts of Bresciani-Turoni’s treatment which make this analysis especially 
useful for the problem in hand. 

# It should be pointed out that Bresciani-Turoni speaks, in this connection, not 
of a “velocity of circulation of goods,” but of a “rapidity of renewal of the stock of 
goods” or the “number of times the stock of commodities is renewed” (op. cit., 
p. 228). As I shall point out in a later publication, there is more than a little danger 
inherent in such a usage, since it involves a confusion between what may be called 
the “technological” and the “marketing” rates of flow of goods. It is sufficient to 
note here, however, that in Bresciani-Turoni’s own treatment, at any rate, the vari- 
able “rapidity of renewal of the stock of commodities” is apparently regarded as the 
obvious correlative of the “‘velocity of circulation of money”—a procedure which 
may, perhaps, be taken as an indication that our substitution of the expression 
“velocity of circulation of goods’’ for his “rapidity of renewal of the stock of goods” 
is not in essential contrast with his own procedure. On this point, see also note 46, 


infra. 


be, for money, , M, and, for goods, - G. The author’s implication 
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final formulation of this relationship, the equation 


This is a correct formulation; but, as we shall see, it may be de- 
rived with greater ease, and with greater insight into the logical 
relationship between the variables involved, than is apparent from 
Bresciani-Turoni’s treatment, which, with the insertion of some 
steps omitted by the author himself, may be said to proceed as 
follows: 

If we let P represent the “general price level,” the “equation of 
exchange,” for any one day, may be represented by the equation 


I I . 
g f=, oP - (1) 


The equation of exchange for “‘a given period of time’’—say a 
year—will be represented by the equation 


a* MV=b > GP. (2) 
a b 

The justification for equation (2) is obviously the following: 

The “fraction” of money which will be exchanged in a days will 


be ax" , or unity; similarly, the “fractions’’ of the stock of goods 


which will be exchanged in 6 days will be bx i , or unity. The ex- 


I 
b 
mathematically to M and G, representing the “stocks” of money 
and goods, respectively. But V and v are, by definition, the num- 
ber of times these “‘stocks’’ are turned over during a year. Hence 
equation (2), as given above, represents the equation of exchange 
for the year. 
The final equation 


, I ‘ , , 
pressions a - M and 6b - G are, of course, necessarily equivalent 
a 


y=" v (3) 
a 

















VELOCITY OF CIRCULATION OF MONEY AND GOODS 311 


may be derived from the two preceding equations in any one of 
a number of possible ways. It may, for example, be obtained by 
dividing equation (2) by equation (1). 

Obviously, there is no mistake in this, the simplest kind of alge- 
bra. It is, however, possible to derive equation (3) much more di- 
rectly. Let k equal the number of days in the period for which V 
and v are being computed. Thus, if this period were a year, k 
would equal 365. Obviously, if @ equals the number of days re- 
quired to give M a velocity of 1, then the number of days required 
to give M a velocity of V (i.e., & days) will equal aV. Hence, k= 
aV, and, by the same reasoning, k= bv. 


Hence, aV = bv or, v= - 2. 


This method of derivation has one merit besides that of sim- 
plicity: viz., that it shows, at a glance, the relationship between 


aand V, and } and 2, respectively—i.e., V = : andv= . . It is obvi- 


ous that, since & is a constant, a cannot vary without V varying, 
nor 6 vary without » varying.” 


4s Holtrop, e.g., in his discussion of Bresciani-Turoni (Omloopssnelheid, pp. 70f.), 
derives equation (3) without use of equation (2) from equation (1) and the ordinary 


equation of exchange MV = P + Gv. He rewrites equation (1) in the form M =GP - ; . 


and the ordinary equation of exchange in the form yuo ; he then substitutes, in 


the second of these equations, the value of M found in the first, as follows: V = GPe , 
Gp* 
b 
thus obtaining the result v=" * 2. 


© So Holtrop, in his discussion of Bresciani-Turoni (loc. cit.). Holtrop obviously 
goes too far, however, when he denies categorically that Bresciani-Turoni’s final 
formula “contributes to the elucidation of this problem.” The truth of the matter 
is, of course, that Holtrop refuses to recognize the validity of the use of the factor », 
which, for him, together with the factor }, is “quite without meaning.” I shall deal 
with Holtrop’s general position with respect to this aspect of the problem in my 
second article. The only additional comment to be made here is that Bresciani- 
Turoni may, in a sense, be said to have laid himself open to attack upon this head 
by seeming to identify the “stock” of goods with the quantity produced in a given 
production period, and » with the number of times this stock is “renewed” (see, on 
this point, note 44, supra). When such meanings are given to the terms G and », 
there is, of course, some basis for Holtrop’s argument that changes in the “rate of 
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That this truism, despite its obviousness, is worthy of explicit 
statement, will become clear from a consideration of the rest of 
Bresciani-Turoni’s treatment, which is certainly not without its 
puzzling aspects. We find Bresciani-Turoni laying down a state- 
ment, for example, to the effect that if we “suppose that a dimin- 
ishes, that is, that there is an increase in the fraction of existing 
money that is exchanged every day against goods,” and “if we 
suppose also that b diminishes proportionately . . . . the rapidity 
of circulation of money does not vary.’’*’ This is, of course, obvious- 
ly untrue; under the conditions assumed, what has happened is 
that the increase in velocity of money is counterbalanced by an 
increase in the velocity of circulation of goods. The only explana- 
tion of this slip by Bresciani-Turoni would seem to be that he al- 
lowed himself to be misled by what we have characterized as 


flow” of goods should really be represented as changes in the stock of goods. In my 
discussion of Bresciani-Turoni, however, I have assigned the meanings to G and » 
which I have consistently attached to them in these articles, on the ground that the 
specific point made by Bresciani-Turoni has validity under these conditions also. 

47 Bresciani-Turoni, loc. cit. Curiously enough, Bresciani-Turoni declared that 
“this is the case studied by Bortkiewicz” in connection with the latter’s argument 
that there is no change in the velocity of circulation of money as the mere result of 
violent price change (see L. von Bortkiewicz, ‘“‘Die Ursachen einer potenzierten 
Wirkung des vermehrten Geldumlaufs auf das Preisniveau,” Schrifien des Vereins 
fiir Soz.-pol., Vol. CLXX [1924]). I am frank to confess, however, that I cannot see 
what the two “cases” have in common. The “compensation” which Bortkiewicz 
has in mind, and which will be studied in detail in my book on Velocity of Circula- 
tion, is a compensation between changes in the velocity of money in possession of 
different classes in the community, with the result that there is no change in the 
velocity of money in the social group, taken as a whole. This has obviously little to 
do with the kind of “compensation” assumed by Bresciani-Turoni. If, on the other 
hand, Bresciani-Turoni’s meaning be that a change in the velocity of circulation of 
money may be hindered by factors contrelling the “velocity of circulation of goods” 
—a statement which would have meaning with reference to Bortkiewicz’s statement 
of the problem if the expression “velocity of circulation of goods” be used in the 
sense assigned to it by Kuznets (cf. note 40, supra), then I can say only that Bres- 
ciani-Turoni’s discussion not only is not articulated in accordance with this sugges- 
tion but is actually inconsistent with the terms of any such interpretation. For, in 
the case given by Bresciani-Turoni, in order to have a situation in which it might be 
said that a change in the velocity of circulation of money would be hindered by con- 
ditions affecting the velocity of circulation of goods, we should have to assume a 
diminution in the “velocity of circulation” of goods—i.e., an increase in b, and not a 
decrease; whereas it is precisely a decrease in b which is alleged to bring it about that 
the velocity of circulation of money “does not vary.” 
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equation (3)—which he derived by a method that did not pro- 
ceed directly from an examination of the logical relationships ex- 
isting between a and V and db and 2, respectively—into believing 
that a and } could change without V and »v changing proportion- 
ately. The remaining instances given by Bresciani-Turoni seem 
to show a similar lack of appreciation of the truth of the equations 
V= . or v= . 
a’ b 
uninterpreted with the aid of the two equations just given. In 
every case, that is to say, the solution of the question whether V 
will or will not vary is by Bresciani-Turoni made dependent upon 
whether, when a changes, } will or will not change in exact pro- 
portion; whereas it is obvious that if a varies, V must vary. 
Still other details of Bresciani-Turoni’s analysis call for further 
clarification.“ But the suggestions implicit in his notion of an 
“amount of time necessary to exhaust the respective stocks” of 
money and of goods, as well as the notion of the size of the “frac- 
tions” of those stocks which are involved in exchanges of goods for 
money, constitute a definitive contribution. 


ARTHUR W. MARGET 


, and too great reliance upon the equation V -° v, 


UNIVERSITY OF MINNESOTA 
[To be continued] 


# See, for example, his very sketchy suggestions with respect to the forces de- 
termining 5, or, if one wishes, »—i.e., the “velocity of circulation of goods,” or, as 
he calls it, in accordance with his general conceptual construction, the “‘rate of re- 
newal of the stock of goods.” At one point (p. 228), he speaks of the possibility of 
considering v as a “datum of fact, dependent above all on the conditions of produc- 
tion, and which remains constant, at least in a first approximation” (italics mine). 
Yet (and here again there is evidence of a failure to consider seriously the equation 


.= i) , he proceeds immediately to discuss quite nonchalantly the question as to the 


extent to which 6 will respond to price change, without any suggestion as to how this 
is to be reconciled with his previous suggestion that » remains constant. Moreover, 
actual details of the manner in which, and the extent to which, } responds to price 
change are almost completely wanting. There is a clear suggestion to the effect that 
a rise of prices brings about an increase in }, or, at any rate, prevents a decrease 
thereof—i.e., brings about a decrease in the velocity of circulation of goods, or at 
any rate prevents its increase; but the absence of details makes it impossible to 
evaluate such a suggestion with any accuracy. 
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LTHOUGH the Canadian monetary system has long been 
A regarded as one of exceptional strength and stability, 
the events of the last few months show that Canada 
has not escaped its share of the monetary troubles which have 
beset the world in recent years. The recent drastic and sustained 
depreciation of the Canadian dollar in the foreign exchange mar- 
ket would indicate—aside from the general difficulties of debtor 
and raw material countries—that there is a weakness in the mone- 
tary system. It is the purpose of this article to discuss this weak- 
ness and the developments which have led to the present situa- 
tion. 

The Canadian monetary system as it was in 1914, before the 
outbreak of war, was based on the gold standard which had been 
first adopted by the province of Canada (now Ontario and Que- 
bec) in 1853, and which had been maintained without a break, for 
sixty years. The Canadian gold dollar contained 23.22 grains of 
pure gold so that it was identical with the American gold dollar. 
A branch of the Royal Mint had been established in Ottawa in 
1908, but only small amounts of Canadian gold coin were struck. 
Most of the gold coin in Canada was American coin which was 
legal tender; a small proportion was British sovereigns which were 
also legal tender at $4.863. However, very little gold coin circu- 
lated, so that practically all the gold of the country was in the re- 
serves of the government and the banks. 

The structure of the pre-war Canadian monetary system, which 
was based on the gold standard, may be divided into two parts, 
(a) the government issue and (}) the banking system. The govern- 
ment issue consisted of the subsidiary coinage and the Dominion- 
note issue. The subsidiary coinage was made up of silver and 
copper coins, which were limited legal tender. The government, 
however, was under no legal obligation to redeem these in stand- 
ard money. 

The Dominion-note issue was an important part of the Canadi- 
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an monetary structure, and had its origin in the various provincial 
note issues which had existed before the confederation of the 
provinces in 1867. With confederation, the new Dominion govern- 
ment assumed the various provincial note issues and amalgamated 
and enlarged them into one, called the Dominion-note issue, which 
was managed by the Minister of Finance. Dominion notes be- 
came legal tender money. Although the actual proportions were 


TABLE I* 


STATISTICS OF DoMINION-NOTE ISSUE 1900-1914 
(In Thousands of Dollars) 








Dominion Notes OUTSTANDING PERCENTAGE 


As oF Uncoverep | ° —— ad 
JUNE 30 Small Notes | Large Notes Total IssuE DomIntIon 


($1, $2, $4, $5)| ($50-$s5,000) Nores 








1900. . 9,641 16,454 26,095 11,672 48 
IQOI.... 10,162 17,737 27,899 11,395 52 
1902. .| 11,032 21,750 32,780 11,932 58 
1903... 12,173 26,833 39,006 11,129 66 
1904. 12,582 28,993 41,575 16, 205 56 
1905.....] 13,046 34, 228 47,334 16,062 61 
1906.....] 14,634 35,308 49,941 18,981 58 
1907.....] 15,039 42,377 58,317 21,381 60 
1908. ... 15,280 47,778 63,058 21,950 62 
1909... 15,860 63,145 79,005 21,695 
1910.....| 17,871 71,414 89, 286 66 20,930 
IQII.....] 19,841 79,468 99,309 21,304 
I9I2.....] 22,983 88,950 III ,932 19,490 
1913.....| 28,846 87,518 116,364 21,420 
1914... 24,586 89,596 114,182 82,66, 21,519 























* Taken from the Canada Year Book, 1931, p. 885. 


often changed, the essential principle of the issue was that a cer- 
tain basic amount should be only partially covered by gold, and 
that all issues over this amount should have a reserve of 100 per 
cent. In 1914, under the Dominion Notes Act,' the first $30,000,- 
ooo of the issue required a reserve of 25 per cent in gold or guar- 
anteed debentures; in practice this reserve was all specie. Beyond 
$30,000,000 every note issued required a 100 per cent reserve in 
specie. With a reserve ratio of over 80 per cent, Dominion notes 
were very nearly gold certificates. Table I gives the yearly figures 
for the Dominion-note issue from 1900 to 1914. 


* Statutes of Canada, 3 Edward VII, chap. 43. 
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Dominion notes were used for two purposes, and the issue per- 
formed two distinct functions. Part of the issue was in notes of 
small denominations which were used as a hand-to-hand currency. 
As the smallest bank note was five dollars, and the largest subsidi- 
ary coin was fifty cents, small Dominion notes were needed to 
carry on the small day-to-day transactions in the country, and 
were never likely to be presented for redemption in substantial 
quantities. The second and more important use of Dominion 
notes was as cash reserves for the commerical banks. Although 
the Canadian banks have never been required to carry any speci- 
fied legal cash reserve, the bank act has always required that 
Dominion notes should form at least 40 per cent of whatever cash 
reserve the banks carried. As Dominion notes are more conven- 
ient to handle than gold, and as the clearing system required rela- 
tively large amounts of cash currency, the banks have tended to 
use notes rather than gold for reserve purposes. The larger de- 
nominations of the Dominion notes were used for this purpose. 
Such a use of Dominion notes implies that they will be frequently 
presented for redemption. But in the pre-war period, there was no 
reason for questioning the ability of the Department of Finance 
to redeem upon demand all Dominion notes presented to it. Its 
duties were practically automatic—the exchange of gold for notes, 
and notes for gold. 

The second part of the monetary structure was the Canadian 
banking system, which at that time was composed of about 
twenty-five banks. Each bank was a system of branches located 
throughout the country. As there was no central bank, and as 
each bank was an independent unit, the system may be termed a 
completely decentralized one. Although the Canadian Bankers’ 
Association was more than a professional association, it did not 
alter the essentially decentralized nature of the system. The cash 
reserves of the system consisted of gold and Dominion notes re- 
deemable in gold. The system could get added cash reserves only 
from outside Canada, by liquidating foreign call loans, by borrow- 
ing, or by selling securities. There was absolutely no machinery in 
Canada whereby cash reserves could be suddenly obtained; in 
other words, there were no facilities for rediscounting. Thus the 
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Canadian banks were entirely dependent on their own cash re- 
sources. 

Each bank extended or limited credit in the light of its cash 
resources, and the primary consideration was always to keep its 
position sufficiently liquid to meet all demands upon it. On the 
Canadian banking system as a whole, the only large demands for 
cash by the public were for export. But, irrespective of the cause 
of the drain of cash, every bank in the system was compelled to 
pay on demand or admit insolvency. A refusal to give cash for 
export was indistinguishable from a refusal to pay its debts and 
meant the bank’s extinction as a going concern. This was the test 
which the banks faced constantly, and, because most of the cash 
demanded was for export, meeting it meant the maintenance of 
the gold standard. The responsibility for operating the gold 
standard rested primarily on the banks and not on the govern- 
ment. Without embarking on a discussion of the gold standard, 
it may be assumed that its existence meant that a type or form of 
credit control was in effect. The government’s duties were auto- 
matic and fixed, and the government itself might almost be de- 
scribed as an onlooker at the credit system. The responsibility 
for credit control rested with the commercial banks of Canada 
and was bound up with their own solvency. 

This situation was completely altered by the changes conse- 
quent on the outbreak of war in 1914. Temporary measures, in- 
cluding the suspension of gold payments, were immediately taken 
by orders-in-council. A special session of the Canadian parlia- 
ment was called, and one of the first acts was to increase the 
Dominion-note issue. The partially covered issue was increased 
from $30,000,000 to $50,000,000,” which was, allowing for the 25 
per cent reserve, a net increase of $15,000,000. In addition, a new 
issue Of $16,000,000 of Dominion notes was advanced to the 
Canadian Northern and the Grand Trunk Pacific Railways 
against deposits of their own securities, and $10,000,000 more of 
uncovered Dominion notes were issued for general governmental 
purposes.’ Thus the Dominion-note issue was increased by $46,- 
000,000, for which only $5,000,000 added gold reserve was re- 


? Statutes of Canada, 5 George V, chap. 4. 3 Ibid. 
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quired. This addition then represented a 35 per cent increase in 
the total issue, and is still outstanding. 

Another change of even more importance was the passing of 
the Finance Act of 1914.4 By this act the government was au- 
thorized among other things, in a time of war or panic, by procla- 
mation: (a) to suspend the redemption of Dominion notes in gold, 
which meant the legal abandonment of the gold standard, and 
(6) to advance Dominion notes to the banks upon the pledge of 
satisfactory collateral. The section dealing with advances of Do- 
minion notes to the banks provided that the kind and amount of 
securities pledged had to be approved by the Treasury Board,5 
which was to prescribe the terms of loans, conditions of repay- 
ment, and the rate of interest, which latter could not be less than 
5 per cent. The whole machinery was to be operated by the De- 
partment of Finance and supervised by the Treasury Board. 
Operations under this section of the Act became known as “re- 
discounting.” 

This section of the Act was kept in force until 1923, when the 
Finance Act, 1923,° was passed. This Act gave permanent au- 
thority to the Department of Finance to make advances of Do- 
minion notes to the banks, gave the Treasury Board complete 
control over the rate, and in general elaborated the earlier Act. 
The 1923 Act specified that advances could be made upon ap- 
proved securities, promissory notes and bills of exchange, either 
secured by documentary title to grains and other commodities or 
drawn for agricultural, industrial, or commercial purposes. Prom- 
issory notes, eligible for pledging, were to have a maturity of not 
over six months and the proceeds were to be used for bona fide 
purposes and not for speculation in commodities or trading in 
securities. This Act also provided that at the end of three years, 
unless specifically extended, the provision of the earlier Act, re- 
lieving the Minister of Finance from the obligation of redeeming 
Dominion notes in gold, was to lapse. It was not extended, and 
Canada returned to the gold standard on July 1, 1926. 

4 Ibid., 5 George V, chap. 3. 


5 An advisory board consisting of five cabinet ministers, with the permanent head 
official of the Department of Finance as secretary. 


Statutes of Canada, 13-14 George V, chap. 28 (R.S.C., chap. 70). 
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From this brief survey it can be seen that the whole structure 
of the Canadian monetary system was altered by the provisions 
of these acts. Heretofore, the banks could not, within Canada, 
increase their cash reserves; now there was machinery whereby 
they could greatly increase cash reserves overnight. Thus ability 
of the banks to increase credit became much greater than it ever 
had been before. The effect of a given amount of added bank 
reserves on credit extension can be much greater in a system with 
only a few banks than in one consisting of many banks. Previ- 
ously, the control of bank credit rested solely with the banks 
themselves, but now it was transferred to the agency which had 
the power to add to the reserves of the banks, that is the Depart- 
ment of Finance. The act which made this fundamental change 
in the Canadian monetary structure received less consideration 
than any other major change ever made in Canadian monetary 
legislation. The discussion of the 1914 Act occupies only half a 
dozen pages in the debates of the House of Commons; the discus- 
sion of the 1923 Act about half that space. It is to be doubted if 
the government or the public ever adequately realized the sig- 
nificance of the Act. 

The Department of Finance, to which was given the task of 
administering the Act, is a civil service department of the Do- 
minion government and, with the exception of the inspector-gen- 
eral of banks, who was appointed in 1925, has a staff which lays 
no claim to being experts on banking or economic matters.’ The 
Treasury Board, which is the final authority, is composed of 
cabinet ministers, the political heads of departments. This func- 
tion of credit control is therefore administered by men who are 
but slightly qualified by training for the work. This is not a 
criticism of the Department of Finance as such, for it is generally 
regarded as one of the most efficient of the administrative divi- 
sions of the government. It is a criticism, however, of giving to 
a civil service department duties which in other countries engage 
all the energies and ability of special institutions. 

rhe operation and management of the Finance Act in the last 
three years, that is under gold standard conditions, may now be 


7 Proceedings of the House of Commons Select Standing Committee on Banking and 
Commerce, 1924, p. 348; ibid., 1928, pp. 11, 52-53. 
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considered. The test of the gold standard usually comes through 
the foreign exchanges. In the case of the United States and 
Canada, the gold points are roughly 4°, of 1 per cent from parity, 
and when the exchange rate reaches either of these points gold 
normally moves. The gold points for United States—Canadian ex- 
change are relatively steady because gold exported from Canada 
usually goes from Montreal, and gold can be sent from Montreal 
to New York, or New York to Montreal, overnight. Interest cost 
is thus a negligible factor and transportation cost does not vary 


CHART I* 


ef nef at en ee SE erties: f neminnl clesing exchange rates as supplied by the Bank 
because the express and railway tariffs are fixed by regulation. 
Accordingly, in contrast to the situation existing between most 
countries of the world, the gold points between the United States 
and Canada are relatively steady and calculable. 

As Chart I shows, the United States—Canadian exchange rate 
ranged within the gold points—with one or two slight exceptions 
—from July, 1926, when Canada resumed the gold standard, to 
the end of 1928. But from the end of 1928 to early in 1930 the 
premium on New York funds was well over the gold point. Yet 
during this period practically no gold was exported from Canada; 
the Department of Finance had practically effected a prohibition 
on the redemption of Dominion notes in gold. At times, in 1931, 
at least, private individuals presenting Dominion notes for re- 
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demption were politely, and possibly illegally, refused gold. The 
chartered banks carry some gold in their own vaults, but the 
amount is relatively moderate and stable. Most of the banks’ 
cash reserves are in the form of Dominion notes and the general 
practice is, when gold is wanted for export, to present Dominion 
notes for redemption and then export the proceeds. Therefore, 

-_ CHART II* _ 


cent cent 


* Compiled from the daily quotations of nominal closing exchange rates as supplied by the Bank 
of Montreal and published in The Gazetie (Montreal). 
the action of the Department of Finance was equivalent to a 
prohibition on the export of gold. Thus the country, informally 
but quite effectively, abandoned the gold standard. This fact was 
well recognized outside of Canada,‘ even if the official Canadian 
mind had not grasped it. 

Chart IT shows the course of the United States-Canadian ex- 
change rate since the end of 1929. This chart is on a smaller 
scale than Chart I in order that the recent drastic depreciation 
of the Canadian dollar may be shown. The size of the scale, how- 
ever, does not obscure the fact that during the early months of 

§ The Statist (London), October 5, 1929, p. 477. Canada was removed from the 
gold exchange index published by this periodical “owing to the resumption of em- 
bargo on gold exports from Canada.” See also B. M. Beckhart, “Canada’s Experi- 
ment with the Temporary Suspension of the Gold Standard,” The Annalist (New 
York), April 25, 1930, p. 909. 
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1930 and 1931 the exchange rate was beyond the gold export 
point. It may be argued that as long as the exchange rates were 
within the gold points during this period, Canada was on the gold 
standard. But a country which fails to allow gold to move out 
freely whenever the foreign exchanges require it cannot be oper- 
ating on the gold standard. 

After England suspended gold payments the Canadian dollar 
started to drop and continued to do so despite the verbal efforts 
of the Canadian government. After it was clear that the fiction 
of maintaining the gold standard could be kept up no longer, the 
government passed an order-in-council on October 19, which 
prohibited gold exports from Canada except under license. Some 
gold (approximately $16,000,000 to February, 1932) has been 
exported since this date, mainly to meet government and pro- 
vincial debt maturities in New York, but the gold exports have 
not been sufficient to be effective in bringing the exchange to 
within the gold points. The government is following the policy, 
in part at least, of buying the output of the Canadian mines and 
paying the producers the current premium on New York funds.’ 
As the gold is then exported by the government it is not clear 
just what the government expects to gain, for the same result 
would be achieved if the producers exported the gold and the 
government bought exchange for its own needs. The Dominion 
government has adopted the policy of shipping gold in order to 
assist the various provinces to meet their obligations in New 
York. 

From the foregoing it may be concluded that during 1929 
the country was definitely off the gold standard, and that during 
the last half of 1930, and in 1931 until the legal abandonment of 
the gold standard occurred, the country did not adhere con- 
sistently to the standard. Accepting these as being the facts of 
the situation, the next thing is the explanation of why the situa- 
tion has come about. 

Why, at the end of 1928 and following, did the Department of 
Finance find it necessary to stop in some way the redemption of 


* The Globe (Toronto), September 25, 1931, carried a dispatch from Ottawa to 
this effect. 
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Dominion notes? The answer is to be found in the operations of 
the banks under the Finance Act. Although the banks used the 
Finance Act during the war period, borrowings did not reach 
their maximum until 1920, when $123,000,000 of Dominion notes 
were so advanced. From then on, the tendency was downward. 
Chart III covers the period 1924 to November, 1931, and shows 


CHART III* 
(In Millions of Dollars) 
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* Compiled from the monthly return, “Circulation and Specie” made by the Minister of Finance 
and published in the Canada Gaszetie. 


the total amount of Dominion notes outstanding, the gold held 
against Dominion notes by the Minister of Finance, and advances 
under the Finance Act. 

Advances under the Finance Act were relatively steady during 
1925 and 1926 but began to move up in 1927; in 1928 and 1929 
they increased very considerably. It will be seen that in 1928 
there was a definite weakening of the gold position of the govern- 
ment; this can be seen despite seasonal swings. Early in 1929 
the gold reserve was halved and stayed there until the imports of 
late 1930 brought it up; these, however, were exported immediate- 
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ly and so the former low level was restored. Table II gives the 
ratio of gold held by the Minister of Finance against total Do- 
minion notes outstanding. The weakening of the ratio in 1928-29 
is obvious from this table. The improvement in.the ratio late in 
1930 and early in 1931 is owing to the reduction in advances 
under the Finance Act. 

As the banks presented Dominion notes for gold to be exported 
in response to the foreign exchanges, their cash reserves became 
depleted and it was necessary to replenish them. This they did 
by rediscounting for Dominion notes under the Finance Act. 

TABLE II 


Ratio or Gotp To Domin10n Notes OvuTSTANDING* 



































1924 1925 1926 1927 1928 1929 1930 1931 
[—, Se 59 | so | 54 | 54 | 30 | 36 2 
February --| 45 57 62 54 52 31 38 54 
March . ee 58 52 57 49 28 36 57 
April. . ; .| 42 56 48 56 49 29 37 56 
May. os a 57 54 | 6x 47 30 | «38 56 
June 46 56 54 60 40 28 38 49 
July... cosccel @& 56 57 59 38 30 47 51 
August... . .| 46 56 60 57 39 30 51 51 
September .| 47 56 61 59 42 30 55 45 
October... —— 52 61 58 38 28 58 46 
November... . er 59 60 63 46 26 54 35 
ee 53 59 60 58 41 30 54 37 





* Computed from the monthly return “Circulation and Specie” made by the Minister of Finance 
and published in the Canada Gazette. 


Thus the Department of Finance was in the position of paying 
out Dominion notes with one hand and cashing them for gold 
with the other. Naturally such a result could not fail to deplete 
the government’s gold reserve. The fundamental trouble with the 
situation is that the issue of Dominion notes under the provisions 
of the Dominion Notes Act is most rigidly guarded, while under 
the provisions of the Finance Act such notes can be passed out 
without stint. The Finance Act does not provide for or require 
any gold reserves for Dominion notes issued under its provisions, 
nor in fact does it in any way refer to the matter. At the same 
time all Dominion notes obtained by the banks under the pro- 
visions of the Finance Act become part of the general body of 
Dominion notes quite undistinguishable from Dominion notes 
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issued in any other way. During the period when Canada was on 
a paper standard this situation did not matter, but less than three 
years’ operation under gold standard conditions was sufficient to 
make manifest its fundamental weakness. 


CHART Iv* 
(Monthly Average 1922-25 = 100) 
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é Pt mg ban the Monthly Survey of Business Statistics, published by the Dominion Bureau 

During 1928 and 1929 the Department of Finance rediscounted 
for the commercial banks without having a stock of gold to sup- 
port the added credit which it was bringing into existence. Dur- 
ing this period there was a great expansion of bank credit which 
was not justified by the underlying monetary conditions of the 
country. Chart IV gives indexes, which are relatives based on the 
average for the period 1922-25, of the three main loan items of 
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the banks. The extent of the credit increases can be judged from 
this chart. In absolute figures, current loans which were below 
a billion in 1925 and 1926 increased to a maximum of $1,473,- 
000,000 in 1929; call loans in Canada which were around $100,- 
000,000 in 1925 increased to a high of $280,000,000 in 1929; call 
loans elsewhere which in 1923-24 were below $200,000,000 in- 
creased to a high of $330,000,000 in 1929. From this it can be 
seen that there was a large absolute growth in all classes of loans 
and a tremendous percentage growth in security loans. There can 
be little doubt that this increase in credit was based upon re- 
serves obtained under the Finance Act. 

It is difficult to compare the price indexes of Canada and the 
United States in order to see whether or not a relative price in- 
flation did occur in Canada.” The price indexes of Canada and 
the United States do not show very great differences during the 
period under discussion, and it may be suggested that the very 
fact that the Canadian general wholesale index number approxi- 
mated the United States one is evidence of “‘negative’’ inflation 
in Canada. That is, the Canadian price structure possibly would 
have been declining and was only kept up by the great expansion 
in bank credit. Certainly one would have expected the presence 
of such inflation, and at the present time the price levels of the 
two countries seem to be diverging. 

The Department of Finance did not limit rediscounting be- 
cause of the reserve position nor did it attempt to use consistently 
its rediscount rate. From 1914 until November, 1924, the rate 
was 5 per cent. From November 1, 1924, to November 1, 1927, 
the rate was 43 per cent; on November 1, 1927, it was lowered 
to 4 per cent and one month later it was further reduced to 3} 
per cent, where it stayed until June 8, 1928, when it was increased 
to 5 per cent. On September 1, 1928, it was lowered to 4} per 
cent where it remained until October 26, 1931, when it was re- 
duced to 3 per cent. From the evidence given before the Com- 
mittee on Banking and Commerce in 1928 it would appear that 
no very specific reasoning, with the possible exception of the 
general position of money rates in New York, actuated the Treas- 


© Beckhart, loc. cit. 
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ury Board in changing the rate. A comparison, however, of the 
Finance Act rate with that of the Federal Reserve Bank of New 
York, or the commercial paper rate in New York, shows no close 
connection. No attempt, apparently, has ever been made to use 
the rate as a tool to restrict gold flows or control credit conditions. 
The Finance Act rate was not used as an agent of credit control 
and if criticism of the “easy money” policy of the Federal Reserve 
system is justified it applies with even greater force to the ad- 
ministration of the Finance Act. 

As Charts I and II show, the premium on New York funds 
was never more than 2} per cent until September, 1931. Since 
then the premium has touched nearly 25 per cent, although it is 
much lower now. There seems to be nothing in the immediate 
balance of trade itself to account for such a situation. Canada 
had an excess of exports over imports from 1921 to 1928, in which 
year the export surplus was $152,000,000. In 1929 the excess of 
imports was nearly $91,000,000 and in 1930 it was $103,000,000. 
Table IIT gives the monthly trade figures for the calendar year 
1931, and it will be seen that the excess of imports over exports 
is being rapidly reduced. The import surplus of $13,000,000 for 
1931 contrasts with the previous year’s import surplus of $103,- 
000,000. Tourist, freight, and insurance items have not changed 
greatly and so the pull on the exchanges must be sought else- 
where.” 

As a debtor country the cessation of foreign borrowings is 
doubtless an underlying factor in the situation, but it seems gen- 
erally believed that the initial powerful pull on the Canadian 
dollar has come from the repatriation of American funds in 
Canada." Although it is impossible to state the amounts, a 
considerable amount of United States funds was loaned in the 
Canadian call markets. In the case of a Montreal brokerage house 
which failed recently, much of the trouble was attributed to 


™ See K. W. Taylor, “International Payments Basis of Exchange Rates,” Fi- 
nancial Post, January 2, 1932, for a discussion and summary of the current Canadian 
balance of payments. 

" Taylor, ibid. 

3 Financial Counsel Daily Service (Montreal), September 23, 1931; Financial 
Post, December 12, 1931, p. 13. 
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American loans which were called at a time when there was a 
substantial premium on New York funds. This made the burden 
on the debtor company much heavier, and precipitated liquida- 
tion. Apparently a considerable amount of American short-time 
funds in Canada was called back and this placed a burden on 
the foreign exchanges. It may be also that long-term Canadian 
securities, particularly bonds, which were held in the United 
States and England are being brought back to Canada. The ex- 


TABLE III 


MERCHANDISE TRADE OF CANADA, 1931 
(In Thousands of Dollars) 








Imports Exports Excess 





January..........] 50,414 45,634 (i) 4,780 
February...... 50,904 44,914 (i) 6,080 
March. . 75,348 56, 296 (i) 19,052 
April.......... 51,189 34,674 (i) 16,515 
May..... oes 73,457 60, 845 (i) 12,612 
cc ew vand are 52,508 55,320 (e) 2,812 
July -.+++| 48,379 50,671 (e) 2,292 
August. ees 47,309 49,804 (e) 2,585 
September...... 45,379 49,909 (e) 4,530 
eee 45,933 56,534 (e) 10,601 
November 46,900 57,487 (e) 10,587 
December... ... 40, 290 53,250 (e) 12,960 














tent of this process, however, depends on the ability of Canadians 
to take up such purchases, and this ability is doubtless limited. 

Such withdrawals of American capital have doubtless been 
made in part because they were wanted at home for year-end 
and similar needs. Uncertainty which United States holders of 
Canadian funds felt about the future of the exchange rate may 
also have been a factor in the situation, and may have been 
strengthened by the abandonment of the gold standard by 
England. The inability of the Canadian government to float a 
loan in New York on favorable terms,“ and the failure of the 
New York market to take anything like its expected share of 
the recent Canadian National Railways issues’ may be advanced 
as evidence of some uncertainty at least. 


4 The Commercial and Financial Chronicle, October 3, 1931, p. 2179, quotes a dis- 
patch from Montreal to the Wall Street Journal, October 1, 1931, to this effect. 


Ss Financial Counsel, September 25, 1931. 
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Recent world developments have caused the financial markets 
of the world to become more than ordinarily sensitive, and the 
fact that Canada has played with the gold standard must have 
weighed heavily. A debtor country which had to slip off the 
standard in 1928 and 1929 could reasonably be expected not to 
maintain it in the more trying times of 1931. 

Now that there is a substantial discount on the Canadian 
dollar there is another factor which is exerting pressure on the 
exchange rate. This is interest payments on securities which, 
while held in Canada, are payable in either Canadian or United 
States funds. Holders of such obligations tend to put them 
through New York for payment and this creates a demand for 
exchange which does not exist in normal times. To the extent, of 
course, that such payments are brought back to Canada, there 
is a counterbalancing demand for Canadian funds which offsets 
the first. There is thus no net pull on the exchange and the same 
result would have been achieved if the Canadian corporation had 
paid its interest, plus the amount of the New York premium, in 
Canadian funds. However, where such payments are left in the 
United States there is a real burden on the exchange. The amount 
of such transaction is quite incalculable, but it must be sub- 
stantial. It is a burden, however, which exists because of the 
position of the exchange rate and would disappear with a return 
of confidence and the Canadian dollar to par. 

Another factor in the balance of payments is, of course, inter- 
est payments on Canadian securities held in the United States. 
This factor is always at work and it is to be doubted if such pay- 
ments and maturities are tremendously greater this year than in 
previous years."* Statistical data on this point, however, are not 
complete. Inability to negotiate refunding loans, to the extent 
that such refunding has been customary in meeting maturities 
in the past, will of course place an unusual burden on the ex- 
change rate. 

In any case it would appear that capital transfers are a pri- 
mary factor in the present situation. It is, therefore, despite the 

6 “Factors Affecting the Canadian Dollar,” Technical Research Service (Mont- 


real), February, 1932. A portion of this article was reprinted in the Financial Post, 
February 20, 1932, p. 7. 
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present downward tendency, extremely difficult to predict the 
future trends in the exchange rate. The fact that the Bank of 
Montreal recently decided not to pay its American shareholders 
in New York funds, as it had done in the past, is an indication 
that no early return to parity is expected. It may be added that 
there has been a body of opinion in Canada which has favored 
keeping the Canadian-doilar at some degree of depreciation, say 
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20 or 25 per cent. How influential! such opinion is, it is impossible 
to say. Unfortunately, it is not widely realized that it takes a 
degree of intelligent control to keep a currency at a constant 
degree of depreciation and to operate it at that level. 

In recent years there has clearly been a substantial weakening 
in the position of the Canadian monetary system. This can be 
seen in part from Chart V, which shows for the banking system 
the cash reserve ratio, the secondary reserve ratio, and the so- 
called tertiary reserve ratio. The total liabilities of the system 
are the aggregate of bank notes in the hands of the public, net 











THE CANADIAN MONETARY SITUATION 331 


demand and notice deposits, government deposits, deposits else- 
where than in Canada, advances under the Finance Act, balances 
due to banks outside Canada, and bills payable. The cash reserve 
consists of the total gold and subsidiary coin held by the banks, 
Dominion notes held by the banks, Dominion notes and gold 
owned by the banks but deposited in the central gold reserves, 
and United States or other foreign currencies. Some subsidiary 
coin, possibly one quarter of the total, is included in the banks’ 
holdings of gold coin, but this cannot be separated from the 
specie. The secondary reserve consists of call loans elsewhere than 
in Canada, and balances in foreign banks; these may be con- 
sidered as claims on gold. Possibly United States currency should 
be in the second group rather than the first, but United States 
currency is used in some of the foreign countries where the 
Canadian banks have branches. The third group consists of 
Canadian call loans and the securities held by the banks. These 
are quick assets, but can hardly be considered as reserve items. 

From Chart V it can be seen that the cash reserve ratio has 
steadily weakened since 1925. The secondary reserve has tended 
to hold a more steady level to 1929, since when it has declined 
most drastically. The ratio of securities and call loans in Canada 
to total liabilities has shown an increase which is a result in part 
of government finance and the sale of short-time treasury bills to 
the banks, so that it may not be a sign of strength. Chart V shows 
clearly that the position of the Canadian banking system has been 
substantially weakened. 

Chart VI shows the stocks of monetary gold and calls on gold 
as a percentage of the “gold liabilities” of the Canadian monetary 
structure. Liabilities are similar to those in the previous chart 
except that they exclude Finance Act borrowings, because they 
may be paid off in Dominion notes and therefore are no claim on 
gold, but the Dominion notes in the hands of the public have 
been included. Thus the “gold liabilities” of the monetary sys- 
tem to the public are arrived at. The “gold ratio” is the per- 
centage of the total monetary stocks of gold, wherever found in 
the system (i.e., gold held by the Department of Finance against 
Dominion notes, total gold and subsidiary coin held by the banks, 
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and gold in the central gold reserves) to the “gold liabilities” of 
the system. As in the previous case, the figure is inflated some- 
what by the inclusion of subsidiary coin. The “gold-claims 
ratio” represents the percentage which the system’s claims on 
gold, in the form of call loans outside Canada, balances in foreign 
banks, and holdings of United States and other foreign currencies, 
is of the total “gold liabilities” of the system. Such portions of 
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and the ad return, “Circulation of Specie,” made by the Minister of Finance, published in the 
Canada Gasette. 


these last two items as relate to countries now off the gold 
standard are not claims on gold, but in the main they consist of 
claims on the United States, and may be taken to represent gold 
without serious error. The extent of the weakening of the system 
is clear from this chart, and there can be no question that it is 
a serious one from the gold standard point of view. 

From the narrow viewpoint of merely meeting its own obliga- 
tions and refusing to rediscount further for the banks, it is doubt- 
ful if the government needec. to prohibit gold exports legally. At 
the end of September, 1931, the total Dominion-note issue was 
$150,000,000, of which $28,000,000 was in the hands of the public. 
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Of the balance, $12,000,000 was deposited by the banks in the 
central gold reserves to support the excess bank-note issue. The 
banks had in their possession $110,000,000, and the government 
had $67,000,000 in specie. It is inconceivable that the banks 
could reduce their reserves of Dominion notes to $43,000,000; 
the law requires that 40 per cent of the banks’ cash reserves must 
be in Dominion notes. Thus the government might have been 
able to meet its own obligations, but at the expense of putting the 
burden on the banks. But the government having rediscounted 
freely in the past could not abandon the banking system without 
notice. Irrespective of where the culpability lay in the past, there 
is no doubt that the government had to support the entire system 
in a time of crisis. With only ten banks in the system, it is im- 
possible for the government to be as aloof as when the system 
has 20,000 banks. 

Thus the advent of the Finance Act has changed the whole 
structure of the Canadian monetary system. Under the terms of 
this Act the banks can borrow Dominion notes—that is bank 
reserves—from the Department of Finance, and so extend credit. 
But the responsibility of supporting this credit structure rests 
with the Department of Finance. Yet no provision is made in 
the Finance Act or elsewhere for doing this. It is commonplace 
that responsibility for credit control in a social sense does not rest 
primarily with the institutions which grant credit to the public. 
It rests primarily with the agency which gives credit-granting 
institutions the ability to increase credit; that is, it rests with 
the agency which gives the banks added cash reserves on which 
to base further credit extension. The banks operate just as they 
did in the pre-war system, that is in the light of their cash 
reserves, but it is now possible for them to get added reserves in 
Canada by rediscounting. In effect, the responsibility for credit 
control in Canada has been transferred from the banks to a civil 
division of the government. The government, however, does not 
appear to be aware of its new responsibilities and so they fall out 
of sight between the two parts of the monetary structure. 
Canada has a monetary system in which no one accepts the 
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responsibility for credit control, and so the events of the last 
three years have resulted. 

The present monetary system of Canada appears to be in a 
transition stage from the decentralized system in which the in- 
telligent self-interest of the banks was a sufficient agency of 
credit control to a system in which the central institution accepts 
responsibility and acts accordingly. The question of re-establish- 
ing the gold standard or bringing back the Canadian dollar to par 
is quite secondary to this point of establishing responsibility for 
credit control. 

Despite a discount of at least 10 per cent on the Canadian 
dollar, the government stoutly maintained, prior to prohibiting 
gold exports, that Canada was on the gold standard and would 
adhere to this standard. Even after gold exports had been pro- 
hibited, it did not seem to be aware, judging by newspaper re- 
ports, that the gold standard had been abandoned.”” Apparently, 
in the minds of the authorities the absence of default on external 
payments and the maintenance of the currency at parity with 
gold were identical. However, it is quite clearly admitted now 
that Canada has not been on the gold standard since 1929." 

Recently the government called a meeting of Canadian bankers 
to discuss the establishment of a money market in Canada (mean- 
ing a foreign exchange market). The object of such a market 
was to allow Canada to “make” direct exchange rates with the 
world and to prevent New York from “making” such rates for 
Canada and thus depreciating the Canadian dollar. Apparently 
wiser counsels prevailed and the suggestion was deemed “im- 
practical’’ for the time being.” 

It is possible that the subjects of stabilized exchanges for em- 
pire countries, an empire currency, etc., may be considered at 
the Imperial Conference to be held in Ottawa this coming sum- 

11 The Gazette (Montreal), December 14, 1931. See also the Canadian press in 


late September and early October for repeated statements by the Prime Minister to 


this effect. 
8 House of Commons Debates (Canada), February 29, 1932. The Prime Minister 
stated that Canada has been off the gold standard since 1929. 


1” The Mail and Empire (Toronto), December 16, 1931. 
2 Jbid., December 22, 1931. 
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mer. The topic has not been discussed much in public and such 
discussion as has taken place indicates considerable confusion 
and diversity of opinion. One suggestion is to tie the Canadian 
dollar to sterling, as the head of a bloc of managed currencies, 
rather than directly to gold.* It is generally realized, however, 
that there are sound economic objections to such a plan and also 
that the Canadian government, judging by discussions in the 
House of Commons, appears to be somewhat “gold-minded.” So 
that although the Canadian government has accepted a some- 
what innocuous resolution of the House of Commons to the effect 
that it “initiate and support” the study of such topics at the 
coming conference,” it seems improbable that much will come of 
it. In any case it is no solution for what is peculiarly a Canadian 
problem. 

Although the first suggestion was dropped, another plan 
emanated from this meeting, apparently under the aegis of the 
Canadian Bankers’ Association. This fact may have contributed 
to the opposition of the mvestment bankers, whose association ap- 
parently had not been consulted on the matter. The plan was to 
stop the export of capital from Canada and thus ease the pressure 
on the exchange rate.** The methods of effecting the embargo 
were quite unofficial and consisted mainly in the use of moral 
suasion on Canadians asking foreign exchange for security pur- 
chases. The first force of the arrangement was directed at the 
purchase of foreign securities by Canadians, but the emphasis 
shifted to what was probably the real objective, that is, the 
prevention of Canadians buying back Canadian securities held 
in England and the United States. Thus the main effect of the 
move, to the extent that it was effective, was to impound foreign 
capital in Canada. 

It was questioned at the time if such a step was necessary, if 
the long-run effects on foreign borrowing would not be injurious, 
and if the government had not been too much influenced by the 

* Ibid. See report of address before the Toronto Canadian Club by D. M. Mar- 
vin, Economist, Royal Bank of Canada. 

™ House of Commons Debates (Canada), February 25, 1932. 

23 The Mail and Empire (Toronto), December 22, 1931. 











336 C. A. CURTIS 


weight of governmental obligations payable abroad.* Within two 
or three weeks, however, the Canadian Bankers’ Association is- 
sued a second circular’s which lifted the embargo in part and made 
its interpretation so liberal that it was practically abrogated.” 
This step was taken presumably because the embargo had 
achieved its ends but it seems more probable that the opposition 
of the investment bankers and the imperfect observance of the 
embargo” were more powerful factors in the about-face. A sug- 
gestion*—possibly a mere conjecture—was made earlier that if 
the embargo was not effective the government would peg the 
exchange at some definite point, but no evidence of this being 
done has appeared yet. 

Although the injurious effects of the depreciated dollar are 
clear to corporations and governments having debts to pay in the 
United States, the underlying monetary weakness of the country 
is not appreciated. Apparently Canada has been ready to look 
everywhere but at its own actions and institutions for an ex- 
planation. It is probably not too much to say that even if the 
present situation rights itself there is little evidence that the 
lesson has been learned. The bankers generally seem hostile or 
apathetic to changing the present monetary machinery and ap- 
pear content with the present arrangements. The most hopeful 
sign is the recent announcement of the Prime Minister that the 
establishment of a central institution may be considered at the 
1933 revision of the Bank Act.” It is to be hoped that this con- 
structive move will be executed, for, given the same opportunity 
and the same monetary machinery, Canada would doubtless re- 
peat in the future the experience of the past three or four years. 

In conclusion it may be said that, aside from the Finance Act, 
the process of evolution has added a number of tag ends to the 
Canadian monetary system and it is time the whole structure was 


4 Financial Post, December 26, 1931, p. 1. 

25 [bid., January 23, 1932, p. 11. 

6 Tbid., p. 1. 

* Ibid., January 9, 1932, p. I. 

%8 Jbid., January 2, 1932, p. 5. 

29 House of Commons Debates (Canada), February 29, 1932. 
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overhauled. There is plenty of scope for a Canadian “Mac- 
Millan Report.”’ The permanent solution of the main difficulty 
unquestionably lies in the establishment of a central bank. The 
impairment of the monetary structure which has gone on in recent 
years makes the problem of establishing a central institution more 
difficult, but it is an impairment which would have to be met in 
some way in any case. But irrespective of the limitations of cen- 
tral banks even under most favorable conditions and the par- 
ticular difficulties in the way of a Canadian institution, Canada 
will have no monetary stability until such an institution—in fact 


if not in name—is developed. 
C. A. Curtis 
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THE INFLUENCE OF EDWARD KELLOGG UPON 
AMERICAN RADICALISM, 1865-96 


HE intensification of industry in old centers, and the shift 

from workshop to factory elsewhere, occurred with as- 

tonishing abruptness during Civil War and reconstruc- 
tion. Factory hands and clothing workers" suffered severely in 
this period of transition,? while inflation and deflation affected 
skilled and unskilled labor alike. Nor was the stress which this 
entailed diminished by periodic depression and unemployment. In 
the country, the effects of the new industrialism, supplemented 
by deflation and the pressure of Western competition, bore with 
almost equal weight upon the farmer. In town and country men 
of small means felt increasingly overshadowed. Faced with the 
progressive loss of that economic independence which had char- 
acterized pre-war democracy, and rendered class conscious by the 
pressure of economic change, many responded with prolonged re- 
sistance to the new industrialism. Not until 1887, with the decline 
of the Knights of Labor, did the industrial masses accept finally 
their dependent status. In the country, resistance was prolonged 
another decade until, in 1896, the agrarian movement was crushed 
in the “Battle of the Standards.” In the interim, labor reformers 
and agrarian radicals denounced similar evils, supported similar 
programs, and occasionally co-operated in their efforts to over- 
throw the new régime. 

As elsewhere in the course of the Industrial Revolution, skilled 
labor inaugurated the movement of resistance. Turning from 
trade-unionism‘ in 1866, it sought through the National Labor 

* John R. Commons and associates, A Documentary History of American Indus- 
trial Society (Cleveland: Arthur H. Clark Co., r910), IX, 72-73. 

2E. D. Fite, Social and Industrial Conditions in the North during the Civil War 
(New York: Macmillan, 1910), pp. 199-303. 

3 John R. Commons and associates, History of Labour in the United States (New 
York: Macmillan, 1918), II, r1o. 

4A marked revival of trade-unionism had occurred in 1863-64; cf. Fite, op. cit., 


pp. 205-9; Commons, Doc. Hist., IX, 23-24, 89, 97, 99, 104, 109; Richard T. Ely, 
The Labor Movement in America (New York, 1905), pp. 62-63. 
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Union* to unite all “producers” against the capitalists.° Not un- 
like similar movements in Europe during the first stage of the 
Industrial Revolution there, this organization turned at first to 
co-operative production and consumption as the “‘sure and lasting 
remedy for the abuses of the present industrial system.’ Lacking 
capital or credit, however, in sufficient quantity to embark upon 
such a program,® labor leaders turned with almost complete una- 
nimity to a panacea offered two decades before by an obscure 
writer on political economy. 

The author, whose name was Edward Kellogg, had risen from 
a Connecticut farm to affluence and respectability in New York.’ 
When at last the head of his own concern, a wholesale dry-goods 
house on Pearl street, he was forced to suspend by the panic of 
1837. Indignant at the extortions of usurers, who took advantage 
of the situation, he sought the cause of the calamity in which so 
many had been involved.” Having survived the panic with suffi- 
cient means to permit speculation in Milwaukee lots," he became 
increasingly interested in his philosophical investigations. Finally, 
he retired from active business and devoted a considerable por- 
tion of his time to research.” Before this, however, he began in 
1841 the publication of a series of pamphlets.’ These culminated, 

5 Trade-unions and other labor organizations founded this organization at a 
labor congress in Baltimore in 1866. Ship-carpenters, machinists, carpenters, glass- 
cutters, coachmakers, molders, printers, curriers, blacksmiths, and plumbers led in 


the movement culminating in this congress. Commons, Doc. Hist., IX, 126-28, 
132-33; T. V. Powderly, Thirty Years of Labor, 1859 to 1889 (Columbus, Ohio, 
1890), pp. 62-63. 

* Commons, Doc. Hist., IX, 130, 141. 

7 Ibid., p. 138. ® Commons, Hist. of Labour, I, 112. 

* Edward Kellogg, A New Monetary System: the only means of Securing the Re- 
spective Rights of Labor and Property, and of Protecting the Public from Financial Re- 
vulsions. Revised from his work on ‘Labor and other Capital” with numerous additions 
from his manuscripis. To which is prefixed a biographical sketch of the author, edited 
by his daughter, Mary Kellogg Putnam (New York, 1875), p. xi. 

” Ibid., pp. xii-xiii. 

™ John H. Tweedy MSS (State Historical Society of Wisconsin): Edward Kel- 
logg to John H. Tweedy, New York, November 13, 1849. 

™ Kellogg, op. cit., p. xvii. 

8 Ibid., pp. xiii, xv, xvi-xvii. The first of these, written by a friend at Kellogg’s 
request frora facts supplied by the latter, was published in 1841 under the title, 





340 CHESTER McA. DESTLER 


early in 1849, in a volume entitled: Labor and Other Capital: The 
Rights of Each Secured and the Wrongs of Both Eradicated. Or, an 
exposition of the cause why few are wealthy and many poor, and the 
delineation of a system, which, without infringing the rights of prop- 
erty, will give to labor its just reward.“ 

Postulating the labor theory of value’s and the then-accepted 
distinction between productive and non-productive capital,” the 
author called attention to the paradox presented by the rapid ac- 
cumulation of wealth in the hands of a few.’ To him, this phe- 
nomenon was unattributable to their productive powers." It ex- 
isted in spite of the fact that “present labor” as distinct from 
saved labor “is indispensable to human existence” and conse- 
quently deserves a greater reward.” In his search for the cause of 
this condition, Kellogg developed two interrelated doctrines that 
profoundly influenced radical thinking of the post-war period. 
The first was the legal-tender theory of money. The second was 
a theory of interest. 

Money, he declared, is the creature of law. All its distinctive 
properties are derived from the laws creating it.” These proper- 
ties, namely, the power to represent value, to measure value, to 
accumulate value by interest, and to exchange value, may by law 
be given to any convenient substance.” They become effective 


Remarks upon Usury and Its Effects: A National Bank a Remedy; in a Letler, &c., 
by Whitehook. The second appeared in August, 1843, under the title, Usury; The 
Evil and the Remedy, and later, in the same year, with additions, entitled Currency: 
The Evil and the Remedy, by Godek Gardwell. (6th ed.; New York, 1846.) 

“4 Published by the author. Extracts from the manuscript had previously ap- 
peared in January and May, 1848, in Freeman Hunt’s Merchants’ Magasine and 
Commercial Review (New York), XVIII, 65, 625. 

8 Labor and Other Capital, pp. xi, xv, xxii; cf. Currency: The Evil and the Remedy, 
p. 15. 

% Labor and Other Capital, pp. xx—xxii. This distinction as made here and by con- 
temporary writers such as Proudhon (What Is Property? An Inquiry into the Prin- 
ciple of Right and of Government, trans. Benjamin R. Tucker [Princeton, Mass., 
1876], pp. 159, 164, 166-67) is that the tools of production, capital, are unproductive 
when disassociated from the productive effort of the owner. 

7 Labor and Other Capital, p. xviii. 

8 Tbid., p. xx. » Ibid., p. 42. 

” Ibid., pp. xxii. * Ibid., pp. 42, 73- 
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through legal-tender powers conferred by law.” Money, there- 
iore, is simply a legalized agent.” Its value depends not upon the 
material of which it is made.* Nor does it depend upon the quan- 
tity,?> although a substance limited in quantity, such as gold, en- 
ables its owners to extort a high price for its use. Monetary 
value depends rather upon legal power to accumulate value by 
interest.””7 The prevailing interest rate fixes the value of the dol- 
lar as a medium of exchange.” 

Thus the power of accumulation by compound interest, which 
Proudhon ascribed to property as the determinant of its value,” 
was transferred by Kellogg to money, its legal representative.*° 
To Kellogg, as to Proudhon, this accumulative power was the 
means whereby the “whole surplus earnings” of labor were pre- 
empted by the capitalists and labor reduced to the subsistence 
level.** Instead, however, of seeing in it the ultimate destruction 
of capital itself, as Proudhon predicted,” Kellogg recognized in 
it the all-pervading force which, by fixing rent and the use of all 
property, determined the reward of labor.* True, “if the interest 
on money be too high, a few owners of capital will inevitably ac- 
cumulate the wealth and products of the many.’™ Yet, if this 
accumulation could be stopped, farmers and mechanics “could 
devote the labor now expended in the support of non-producers”’ 
to increasing their own comforts and conveniences.** Thus, if ex- 
cessive interest rates deprive labor of its just reward and divert 
its savings to the capitalists,** and, if accumulation by interest is 


2 Ibid., pp. 68, 72. %3 Ibid., p. 42. 

«4 Ibid., pp. 42, 68-69, 71; cf. Currency: The Evil and the Remedy, p. 4: “.... 
That it derives all its value as a currency from law, and law only, and that pebbles 
or any other material would answer the same purpose as gold and silver, if law could 
make them a tender for debt, and control the quantity.” 

*s Labor and Other Capital, pp. 56, 232. *7 Ibid., pp. 56, 58. 

% Tbid., p. 66. * Ibid., p. 56. 

” What Is Property? pp. 153, <55- 

»® Labor and Other Capital, pp. 40, 42. 

# Ibid., p. 75; Proudhon, of. cit., p. 216. 

»# Proudhon, pp. 215-16. 

33 Labor and Other Capital, p. 75. 38 Ibid., pp. 88, 102. 

4 Ibid., pp. 74, 75-88, 151-54. % Ibid., pp. 75, 90, 95, 155- 
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a necessary function of money delegated to it by law, the evil lies 
in existing monetary laws and can be remedied only by legisla- 
tion.*7 The remedy lies first in determining an interest rate guar- 
anteeing to labor its proper share of production. This, of neces- 
sity, would be no greater than labor’s “natural power of produc- 
tion” measured by the per cent annual increase in national 
wealth.* Finally, some monetary system must be discovered 
which, by breaking the money monopoly enjoyed by the capital- 
ists, would enforce this interest rate throughout the nation.*® Only 
by such a monetary system could “‘the distribution of products be 
properly regulated.” 

After rejecting the existing bank currency which, as he said, 
rested on a fictitious basis and supported a money monopoly in 
Wall Street, Kellogg applied his remedy through a currency sys- 
tem already elaborated by Thomas Mendenhall® in 1816 and 
1834." As adapted to Kellogg’s theory of interest, the plan was as 
follows. It provided for a paper currency to be issued from a cen- 

37 Ibid., p. 155. 

% Ibid., pp. 158-60; cf. Currency: The Evil and the Remedy, p. 16. This Kellogg 
estimated at from 1 to 174 per cent (Labor and Other Capital, p. 165). 

39 Labor and Other Capital, pp. 235, 321. 

# Ibid., p. 250. # Ibdid., pp. 176-236. 

# National Money, or a simple System of Finance; which will fully answer the de- 
mands of trade, equalize the value of money, and keep the government out of the hands 
of stock-jobbers. In Three Letters, Addressed by a Citizen of Washington to the Congress 
of the United States (Georgetown, Va., 1816). 

«& An Entire New Plan For A National Currency: Suited to The Demands of This 
Great, Improving, Agricultural, Manufacturing & Commercial Republic, With appro- 
priate Introductory and Concluding Remarks, To which is added, A Plan For A Real 
National Bank (Philadelphia: J. Rakestraw, 1834). 

A plan fora convertible currency, exchangeable with bonds, which aimed to regu- 
late interest rates by the volume of money, may be found in the following work: 
Thomas Law, An Address to the Columbian Institute, on a Moneyed System (Washing- 
ton, 1828). Although Kellogg may have seen this work, it is unlikely that it in- 
fluenced him, since its doctrine of interest was so different from his own. Another 
possible source of the idea of a paper currency convertible into bonds was an article 
on “Banks and Banking,” in the second volume of the London Encyclopedia of 
1833 (see James Taylor, American Currency: The Political Issue of the Day (Chicago, 
1876], p. 25). A comparison of Kellogg’s chapters on the Safety Fund with Menden- 
hall’s second pamphlet, however, indicates the latter as the probable source of the 
former’s financial proposals. 
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tral office with branches in the several states. This currency was 
to be loaned to individuals, upon real estate security, and at an in- 
terest rate uniform throughout the nation. With interest fixed by 
the government at that rate which would secure to labor and 
capital their respective rights, and representing actual property 
in the form of real estate mortgages bearing interest, this currency 
would possess a uniform value everywhere in the United States. 
Issued by the central government through the branch loan offices 
to all who offered good and permanent security, it would free 
property and labor “from the tyranny . . . . exercised over them 
by the capricious power of money.’ Finally, to guard against an 
overissue, and to guarantee to all money the opportunity to ac- 
cumulate value by interest, this money could be converted peri- 
odically at the will of the holders into government bonds bearing 
interest slightly lower than that charged on mortgage loans. Such 
a currency, representing actual property, with its power to ac- 
cumulate limited to a just rate of interest, would be a perfect and 
invariable measure of value. Through its convertibility into gov- 
ernment bonds, and from bonds back into currency, its volume 
would be flexible, and always limited to the requirements of busi- 
ness. Legal-tender powers would complete its qualifications as a 
medium of exchange.* 

Once put into effect, the result would be a social revolution. As 
Kellogg said: 

.... Useful productions would probably increase from twenty-five to 
fifty per cent. Wealth, instead of being accumulated in a few hands, would 
be distributed among producers. A large proportion of the labor employed in 
building up cities would be expended in cultivating and beautifying the 
country. Internal improvements would be made to an extent, and in a per- 
fection unexampled in the history of nations. Agriculture, manufactures, and 
the arts would flourish in every part of the country. Those who are now non- 
producers would naturally become producers. Products would be owned by 
those who performed the labor, because the standard of distribution would 
nearly conform to the natural rights of man. 


“ Labor and Other Capital, p. 252. 

S Ibid., pp. 250-71. Offices of the Safety Fund could, if desired, be made offices 
of discount and deposit (ibid., p. 266). 

 Tbid., p. 165. 
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This attractive but peaceful revolution would be accompanied by 
the destruction of the money monopoly,” by the elimination of 
land speculators, of foreign capitalists,” and of poverty among 
producers.” Debtors would free themselves from burdensome 
debts,* and the plentiful supply of currency would benefit day 
laborers fully as much as property owners.” All these, together 
with the assertion that the evils complained of could be remedied 
only by legislation and political action on the part of farmers and 
laborers,® contained a powerful appeal to the interests and demo- 
cratic traditions of those classes which were confronted by the 
rising capitalism of the post-war period. Equally attractive was 
the statement that these ends could be achieved without any in- 
fringement of liberty of contract, private enterprise, and private 
property in production and business.“ Thus, in spite of its similar- 
ity to the conceptions of Marx and Proudhon, and to the financial 
proposals of Louis Blanc, Marx and Lasalle,5* Kelloggism re- 
mained essentially American in method and appeal. 

Such was the strange and revolutionary philosophy to which 
the leaders of the National Labor Union turned in 1867. A new 
edition of Kellogg’s book, published in 1861,5° had been followed 
by a powerful and widely read’ pamphlet by Alexander Campbell, 
published at Chicago in 1864. Entitled The True American Sys- 
tem of Finance, it appealed to farmers to join with labor in over- 
throwing the »ational banking system.* After restating Kellogg’s 

4 Ibid., p. 252. * Ibid., pp. 259-60. 

# Ibid., p. 287. # Tbid., p. 259. 

#” Ibid., p. 281. 83 Ibid., pp. xxiv, 277, 293-94. 

® Tbid., p. 284. 4 Ibid., pp. xxiv, 292 

ss For an excellent analysis of Kelloggism as adapted by the National Labor Un- 
ion in its relation to current European philosophies, see Commons, Doc. Hist., TX, 
33-41. 

56 4 New Monetary System: the only means of securing the respective rights of labor 
and property, and of protecting the public from financial revulsions. Rev. from his work 
on “Labor and other capital,” with numerous additions, ed. Mary Kellogg Putnam 
(New York, 1861). 

51 See James C. Sylvis, The Life, Speeches, Labors and Essays of William H. Sylvis, 
Late President of the Iron-Moulders’ International Union; and also of the National 
Labor Union (Philadelphia, 1872), p. 371. 

# A. Cumpbell, The True American System of Finance; the Rights of Labor and 
Capital, and the common sense way of Doing Justice to the Soldiers and their Families. 
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legal-tender theory, it proposed to apply his doctrine of interest by 
adapting his interconvertible-currency scheme to the debt and 
greenbacks left by the war. With the currency under the con- 
trol of the people, and interest lowered to 3 per cent, the esti- 
mated rate of national saving, labor would receive its just reward, 
and the national debt would be liquidated with ease.” The work 
of Campbell—who was later referred to as the “Moses” of the 
early currency reformers®—was supplemented by the activity of 
others, who exerted considerable influence in the labor world. 
Such were Congressman Andrew J. Kuykendall, of Vienna, Illi- 
nois;* A. C. Cameron, editor of the Chicago Workingman’s Ad- 
vocate, organ of the National Labor Union; William H. Sylvis, of 
Philadelphia, president of the Iron-Moulders’ International Un- 
ion ;* and Richard F. Trevellick, of Detroit. Under their guidance 


No Banks! Greenbacks The Exclusive Currency (Chicago, 1864), pp. 16-27. Campbell 
gave specific credit to Kellogg for all quotations, and general credit for the doctrines 
and proposals included in this work, stating that they were drawn from the New 
Monetary System which he declared to be “the Gospel of Finance.”’ This he urged all 
laborers to read (ibid., p. 7 n.). » 

89 Ibid., pp. 27-32, 43-44- 

® Robert Schilling, “History of the People’s Party,”’ Official Souvenir of the Na- 
tional Convention of the People’s Party at St. Louis, Mo., July 22, 1896 (Milwaukee, 
1896), pp. 5-6. Schilling referred to Kellogg’s doctrine of usury and to his book. He 
called the latter “‘the Bible of the early currency reformers” (loc. cit.). 

& Congressional Globe, 39 Congress, 2 Session (1866-67), pp. 318, 576-82. In the 
address supporting the bill proposed here to establish the interconvertible-currency 
system, Kuykendall repeats all of Kellogg’s exclusive doctrines, pays tribute to 
Kellogg by name, and draws upon A. Campbell’s pamphlet for his illustrations 
(ibid., pp. 576-82). Both the bill and the speech were widely circulated (Sylvis 
op. cit., p. 371). 

& See The Address of the National Labor Congress to the W orkingmen of the United 
States (Chicago, 1867), in Commons, Doc. Hist., IX, 148-51. Written by Cameron, 
as chairman of the committee on address appointed by the Baltimore Convention, 
it repeats the fundamental doctrines of Kelloggism. Cameron was on the committee 
on political organization of the Chicago congress, which reported the Declaration of 
Principles embodying the Kellogg system, and a resolution advocating the estab- 
lishment of a National Labor party to carry it into effect by legislation (ibid., pp. 
175, 176-81). 

% See articles on money taken from the Chicago Workingman’s Advocate (Sylvis, 
op. cit., pp. 300-301, 355, 359, 371-72). Sylvis gave specific credit to Kellogg for 
originating the monetary doctrine and program of the National Labor Union (ibid., 
Pp. 371), discussed their dissemination by Campbell and Kuykendall, and quoted 
from Kellogg in his articles. Speaking of the Chicago platform, he declared: ‘This 
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the Chicago Labor Congress of August, 1867, embodied in its 
Declaration of Principles the economic philosophy of Kelloggism. 
It denounced the national banking system as the parent of all 
monopolies, and urged the modified monetary system proposed 
by Alexander Campbell as the indispensable reform without which 
“co-operation in production and . . . . distribution could not suc- 
ceed.”” This interconvertible, exclusive, greenback currency, fix- 
ing interest at 3 per cent, it named “the true American, or peo- 
ple’s monetary system,” whereby alone “the natural rights of 
labor’”’ could be secured and a fair distribution of products con- 
summated.™ 

While independent political action was being considered by 
member organizations,® leaders of the organization sought to ac- 
complish their ends through the old parties. After a bill intro- 
duced in Congress by General Samuel F. Cary, of Cincinnati, 
Ohio,® had failed of success, President Johnson’s friends were ap- 
proached in an attempt to persuade him to stand for re-election 
upon labor’s platform.” Later, in July, a special conference of 
labor leaders met at New York during the Democratic National 
Convention of 1868. There they pressed the adoption of labor’s 
monetary system upon the platform committee. When it was re- 
jected, they supported the Pendleton plan to liquidate the war 
debt with greenbacks, and later claimed to have exerted decisive 
support in getting it written into the Democratic platform.® John- 
son was again approached early in September. Horace Day, of 
New York, argued that the “people’s monetary system” would 


document I consider one of the most important ever issued in any age of the world. 
It is the second Declaration of Independence, and contains the principles upon which 
must be fought the great battle for the emancipation of labor” (ibid., p. 265). On 
November 16, 1868, he declared that “when a just monetary system has been estab- 
lished, there will no longer exist a necessity for trade-unions”’ (ibid., pp. 81-82). 

* Commons, Doc. Hist., IX, 176-81. 

‘s Tbid., p. 183: proceedings of the Chicago convention. 

% Globe, 40 Congress, 2 Session, pp. 779, 3885. 

% Andrew Johnson MSS (Library of Congress), CXLV, 22552: Horace H. Day 
to President Johnson, New York, September 7, 1868. 

® Ibid. Cf. Commons, Hist. of Labour, 1, 125-26. 
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relieve the South, restore it to its proper relation to the Union, 
and “‘break the backbone”’ of the Radicals in Congress.” Finally, 
after the election, John Maguire wrote to President Grant from 
St. Louis, urging upon him the program of the National Labor 
Union.” 

In the interim, the Annual Convention, representing over six 
hundred thousand organized workers,” met in New York City in 
late September. It resolved upon “the immediate organization of 
an independent labor party’’” to accomplish the fulfilment of its 
program, and reindorsed Kelloggism as the sovereign remedy for 
labor’s ills. In the following year President William H. Sylvis 
pushed the organization of the reform party vigorously. Once its 
monetary system were put into effect, he urged, there would be 
no need of trade-unions. “Such a social revolution as the world 
has never witnessed” would follow its adoption; “honest industry 
in every department” would “receive its just reward, and public 
thieves . . . . compelled to make an honest living or starve.’ 
His tour of the South,” and speeches made in Congress by General 
S. F. Cary,” Benjamin F. Butler,” and J. T. Deveese of Raleigh, 
North Carolina,” marked the high tide of this phase of Kellogg’s 


%® Day to Johnson, loc. cit. See pamphlet inclosed with the same. 

® Sylvis, op. cit., pp. 86-87. 

™ Commons, Hist. of Labour, I, 126. 

™ Commons, Doc. Hist., IX, 204; Powderly, op. cit., pp. 92-93; cf. Letter from 
William H. Sylvis, quoted by Powderly, op. cit., pp. 78-79. 

7% Commons, Doc. Hist., IX, 206. 

4 Sylvis, op. cit., pp. 86-87, 226-27, 228-29, 330; circular to member organiza- 
tions of the National Labor Union, Philadelphia, November 16, 1868; cf. Powderly, 
op. cil., pp. 78-79. 

5 Sylvis, op. cit., pp. 80-82. 

% Ibid., p. 86. Cary’s speech circulated widely along with his bill in pamphlet 
form and contained a complete exposition of Kelloggism. See The Rights of Labor: 
Against Land and Money Monopolies; and an Argument in Favor of an American 
Monetary System. Speech of Hon. Samuel F. Cary, of Ohio, delivered in the House of 
Representatives, January 5, 1869 (Washington, 1869). Cary had been supported suc- 
cessfully for re-election to Congress by the National Labor Union (Commons, Doc. 
Hist., TX, 205). 

7 Globe, 40 Congress, 3 Session, pp. 303-10; cf. Sylvis, op. cit., p. 86. 

* Globe, 40 Congress, 3 Session, Appendix, p. 215. 
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influence. New editions of his”? and Campbell’s® works were pub- 
lished in 1868. In the previous year Peter Cooper had been won 
to the support of the interconvertible-currency system.™ 

The culmination, in 1870-72, of the movement to organize an 
independent labor party, was marked by the- withdrawal of the 
trade-unions from the National Labor Union. Aggressive in these 
years of prosperity, more interested in collective bargaining than 
they were in the accomplishment of a revolutionary program, 
they broke with the organization over the question of political 
action.” This left it controlled by the older leaders, now “pri- 
marily political agitators,’ and by intellectuals, such as Horace 
Day.* In spite of the collapse of the organization, these “labor 
reformers” succeeded in creating the Labor and Reform party, 
whose only national convention met at Columbus, Ohio, on Febru- 
ary 21, 1872." This body adopted as its own the platform of the 
National Labor Union—Kelloggism with “improvements’’*s— 
only to find that it had been made the tool of politicians striving 
to control the nominations of the major parties. After the panic 
of 1873 Kelloggism revived in popularity in labor ranks. The in- 
dustrial congresses of 1873 and 1874, called by the trade-unions, 
adopted in revised form the declaration of principles of the de- 
funct National Labor Union, in spite of opposition to the mone- 
tary plank made by a few trade-unionists.% The “preamble” 
adopted by the second of these congresses became, in 1878, after 

7 New York, 1868. Title the same as that of the second edition. 

% This appeared under the title, The True Greenback, or the Way To Pay the 
National Debt without Taxes and Emancipate Labor. See Commons, Hist. of Labour, 
II, 120. 

& Peter Cooper, Ideas for a Science of Good Government in Addresses, Lelters and 
Articles on a Strictly National Currency, Tariff and Civil Service (2d ed.; New York, 
1883), p. 10. 

*% Schilling, op. cit., p. 7; Commons, Hist. of Labour, II, 151-53. 

83 Commons, Hist. of Labour, I, 153. 

% Tbid., pp. 154-55. 

8s Ellis B. Usher, The Greenback Mo t of 1875-1884 and Wisconsin’s Part in 
It (Milwaukee, 1911), p. 11; Edward Stanwood, A History of the Presidency from 
1788 to 1897 (Boston, 1924), I, 336. 

% Schilling, op. cit., pp. 7-9; cf. Commons, Hist. of Labour, I, 161; Usher, op. 
cit., p. 9; Powderly, op. cil., pp. 119-20. 
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some modification, the*“‘preamble” of the Knights of Labor.*’ In 
the latter, however, the interconvertible feature was dropped. 
There the demand was simply for a legal-tender national currency, 
issued by the government direct to the people.™ 

In the meantime, seed sown by the labor reformers had taken 
root in the country.” An early interest in Kelloggism had been 
evidenced by the antimonopoly associations of Illinois, owing to 
the influence of Alexander Campbell.” This was revived in the 
second annual meeting of the Illinois State Farmers’ Association, 
the “most radical and aggressive” of agricultural organizations 
formed during the Granger movement.” There the National La- 
bor Union’s monetary system was presented in a paper sent by 
Horace H. Day, of New York.” M. M. Hoontoon, of Centralia, 
a vice-president of the Association, presented Alexander Camp- 
bell’s views, while a member from Jo Daviess County urged the 
adoption of Kellogg’s land-loan plan as a means of freeing the pro- 
ducing classes from “‘vassalage to the money power.’™ The inter- 
convertible-bond and currency scheme was included in the plat- 
form. A year later, at the third annual convention, after an in- 
dependent political movement sponsored by the Association had 


87 Schilling, op. cit., p. 10; cf. Powderly, op. cit., pp. 396-97: “Those who read the 
platforms of the National Labor Union and the Industrial Brotherhoods will find 
that the men who attended the conventions of these associations considered the cur- 
rency question the most important of all that came up for consideration.” 

% Powderly, op. cit., p. 367. Of this, Powderly said: “No other section of the 
preamble has attracted less attention than that, and none other is more important 
to the people” (ibid., p. 398). 

% Schilling, op. cit., p. 9. 

% Both the state and the Eden Auxiliary Anti-monopoly associations were repre- 
sented in the Chicago Congress of the National Labor Union in 1867. Alexander 
Campbell was one of the delegates. To these should be added, perhaps, two Land 
and Labor Reform leagues from Grand Rapids. The delegate from one of them, 
William A. Berkey, later wrote a book based upon Kellogg’s ideas (Commons, Doc. 
Hist., TX, 170, 175). 

* Schilling, op. cit., p. 9. 

% Proceedings of the Second Annual Meeting of the Illinois State Farmers’ Associa- 
tion Held at Decatur, Dec. 16,17 & 18 . . . . (Chicago, 1874), pp. 44-55. 

% Ibid., pp. 86-95. 

% Ibid., pp. 59-67. 9% Ibid., pp. 101, 109. 
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gained seventy-five thousand votes in Illinois,“ Kelloggism was 
again presented to the Association, this time by Richard F. 
Trevellick, former president of the National Labor Union,” and 
by A. O. Grigsby of Piatt County.* The platform again supported 
the interconvertible-currency system. It also indorsed the coming 
independent political reform convention at Cleveland, to meet on 
March 11, 1875, and arranged for the sending of delegates.” This 
was followed by the merging of the Illinois reform party with the 
Independent or Greenback party at Indianapolis in May, 1876."° 
In these years, also, the farmers’ party of Indiana had adopted 
“greenbackism.” It had taken the initiative in the organization 
of the Greenback party on a national scale.** The invitation ex- 
tended to labor reformers—A. C. Cameron, Richard F. Trevel- 
lick, H. W. Wright, and Horace H. Day—to attend their first 
national conference at Indianapolis on August 12, 1874, indicates 
the recognition of the existence of an identity in principle between 
agrarian and labor radicals.’ For this their common support of 
Kelloggism must have been in part responsible. 

In these years Kelloggism spread rapidly. In the East, Horace 
Greeley and the New York Tribune had come to the support of 
the interconvertible currency." H. C. Carey, of Philadelphia; 


% Illinois Blue Book, 1899 (Springfield, 1899), p. 264. Cf. Solon J. Buck, The 
Granger Movement (Cambridge, 1913), p. 96; Proceedings of the Third Annual Meet- 
ing of the Illinois State Farmers’ Association Held at Spring field, January 19, 20, and 
21, 1875 (Chicago, 1875), p. 7. 

97 Proceedings, elc., p. 56. 

% Ibid., pp. 50-56. 

%” Ibid., p. 57. 

Commons, Hist. of Labour, II, 170. At this convention S. M. Smith of the 
Illinois State Farmers’ Association was acting chairman (Buck, op. cif., pp. 98, 
101-2). 

t Ibid.; Commons, Hist. of Labour, p. 168. 

3 Ibid.; Schilling, op. cit., pp. 10-11. 

3 Proceedings of the Second Annual Meeting of the Illinois State Farmers’ Associa- 
tion, p. 47. Paper presented by Horace H. Day of New York. Cf. New York Tribune, 


November 9, 1871. 

4H. C. Carey, Currency Inflation: How it has been produced and how it may 
profitably be reduced. Letters to the Hon. R. H. Bristow, Secretary of the Treasury; 
. . . - (Philadelphia, 1874), p. 15. 











EDWARD KELLOGG AND AMERICAN RADICALISM 351 


William D. “Pig-Iron” Kelley; and Francis W. Hughes, leader 
of the Pennsylvania democracy,™ also accepted it. Pamphlets ap- 
peared at widely scattered points propagating Kellogg’s legal- 
tender theory and advocating the interconvertible currency sys- 
tem. A few added his land-loan plan."” Important among the 
former were Joseph Root’s Catechism of Money, of Wyandotte, 
Kansas; Jesse P. Alexander’s Money for All, of Kansas City, 
Missouri;*® William A. Berkey’s Monetary Question, of Grand 
Rapids;*° and R. C. Wolcott’s Solution of the Money Question, 
of New York.™ All repeated the fundamental principles of Kel- 
loggism. The first three paid specific tribute to Kellogg or Alex- 
ander Campbell. Also, in 1875, a fourth edition of Kellogg’s book 
appeared." 

“Brick” Pomeroy’s Democrat in Chicago™ and Cooper’s Ad- 
vocate in New York supported the interconvertible system. This 
had become the leading plank of the Greenback platform and 


~s Ibid., p. 15; William D. Kelley, Money and the National Finances: An Address 
Delivered by Request of Citizens of Philadelphia, . . . . January 15, 1876 (Philadel- 
phia, 1876). 

6 William A. Berkey, The Monetary Question: The Legal Tender Paper Monetary 
System of the United States . . . . (Grand Rapids, Mich., 1876), pp. 263-64. Quoting 
address delivered by Fr. W. Hughes at Scranton, Pa., October, 1875. 

7 R. C. Wolcott, Solution of the Money Question (New York, 1875), pp. 23-24. 
The New York Advocate, published by Peter Cooper, also supported this. See C. F. 
Sherman, How I Became a Greenbacker (Milwaukee, 1882), pp. 19-20. 

™8 Catechism of Money: A Hand-Book On Finance, in the interest of Honest Money 
for the People of the United States (Wyandotte, Kan., 1876). For extract from an ad- 
dress by Alex. Campbell, see idid., pp. 213-16. 

%9 Money For All: or the Economic Science of Money, National banknotes retired— 
Legal tenders the only paper money—prosperity of every industry (Kansas City, Mo., 
1875; 230 pp.). For reference to Kellogg and A. Campbell see ibid., p. xiii. 

“0 For reference to Kellogg, pp. iv-v; for quotations from Kellogg, pp. 30-31, 37, 
39-41, 3090-12, 342, 383-84. Berkey was a delegate to the Chicago Congress of the 
National Labor Union in 1867 (Commons, Doc. Hist., IX, 170, 175). 

™ See n. 107. This short pamphlet of but thirty pages contains no references to 
Kellogg. The theories of interest and money, however, are obviously derived from 
his book (ibid., pp. 3, 24). 

™2 New York, 1875. Title that of the second and third editions. A biographical 
sketch of the author written by his daughter, Mary Kellogg Putnam, is attached. 

"3 January 1, 1876; May 12, 1877. Fora repetition of Kellogg’s theory of money 
see ibid., February 3, 1877; for his theory of interest, ibid., February 3, 1877. 
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continued as such until 1877." Throughout the preliminary con- 
ferences which led to the final organization of the Greenback 
party, the labor reformers, erstwhile members of the National 
Labor Union, played a prominent part."* The Greenback nominee 
for vice-president in 1876 was the brilliant General S. F. Cary, 
early proponent of Kelloggism."* In Washington, Congressmen 
Alexander Campbell of Illinois expounded Kellogg’s principles of 
interest, money, labor, and capital, in support of a bill to establish 
“the American monetary system.” 

By 1877, however, prolonged depression, approaching specie 
resumption, falling prices, and growing hostility to the national 
debt had lent added strength to inflation sentiment. More and 
more emphasis was placed upon the argument that the stamp of 
the government and full legal-tender powers were the sources of 
monetary value. The legal-tender theory had first been propa- 
gated by Kellogg and his followers among the post-war radicals. 
Now the growing strength of “fiat” money sentiment divorced it 
from his dictum that money must represent actual value."* Em- 
phasis now placed upon the quantity of money in relation to the 
price level involved also the abandonment of his doctrine that the 
interest rate determines the value of the currency. This change in 
monetary philosophy is seen in the dropping of the interconverti- 
ble scheme during the winter of 1877-78." Instead, there ap- 


14 Ibid., May 12 and July 7, 1877; Joliet Morning News (Joliet, Ill.), October 10, 
1877; Prairie Farmer, February 21, 1891; L. C. Zachos, The Political Opinions of 
Peter Cooper (New York, 1877); George Easterly, Proposed Act to Aid in Solving the 
Labor Question . . . . (Whitewater, Wis., 1878). This demand had been incorpo- 
rated in the party platform at Indianapolis on May 17, 1876 (Stanwood, oP. cit., I, 
367-68). 

4S Schilling, op. cit., pp. 10-14; Commons, Hist. of Labour, II, 168-70. 

u6 Stanwood, op. cit., I, 367; James B. Weaver, A Call to Action: An Interpreta- 
tion of the Great Uprising, Its Source and Causes (Des Moines, 1892), p. 439. 

"1 Congressional Record (44 Cong., rst sess.), IV, 739-46: address dated January 
29, 1875. 

"8 Labor and Other Capital, pp. 42-50. 

™9 Pomeroy formally repudiated the interconvertible-currency scheme in the 
Democrat on July 1 and 8, 1877, because it did not provide for the retirement of the 
national debt. Cf. Commons, Hist. of Labour, II, 241, 244; Appleton, Annual 
Cyclopedia and Register of Important Events of the Year 1878 (New York, 1879), 
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peared a demand for a per capita volume of money. Many turned 
to Britton H. Hill’s Absolute Money. This pamphlet, published at 
St. Louis in 1875, advocated openly a “fiat,” irredeemable, legal- 
tender currency, deriving its value from the sovereign act creat- 
ing it. The inclusion of Kellogg’s doctrine of interest in the 
platform adopted by the Toledo Convention of February 22, 
1878, and the Convention’s failure to demand the immediate 
payment of the national debt precipitated a split in the National 
party.” In the spring and summer that followed, Pomeroy’s 
Democrat and Good as Gold \ed the opposition, bitterly attacking 
General S. F. Cary, the New York Advocate, and the “bond advo- 
cates” as “trimmers” “‘and paid agents of an Eastern money pow- 
er.”” Pomeroy demanded a flood of “absolute money” with which 
to pay off the national debt and destroy the national banks.™ As 
early as June, 1878, state Greenback conventions substituted “‘ab- 
solute money” and demands for speedy payment of the national 
debt for Kellogg planks in the Toledo platform.™ Before the fall 
election, the “fiat” wing of the party had definitely gained con- 
trol. Some conventions, however, tried to reconcile Kellogg’s doc- 
trine of interest to the new demands,” and the Missouri platform 
added a plank requiring government loans to local governments at 
2 per cent to enable them to pay off their indebtedness.” Every- 


p. 807; Cadmus (John C. Zachos), Our Financial Revolution: An Address to the 
Merchants and Professional Men of the Country, without Respect to Parties (New York, 
1878), p. 4. 

» Britton A. Hill, Absolute Money: A New System of National Finance, under a 
Co-operative Government (St. Louis, 1875), pp. iii, v, vi, 46-48, 76. Hill rejected the 
interconvertible-currency plan (ibid., pp. 50-51). His system was outlined two years 
earlier in a work entitled Liberty and Law. 

™ Appleton, op. cit. (1878), p. 807. 

2 Good as Gold (Chicago), June 10 and 17, July 15, 1878. For a contrary view see 
Schilling, op. cit., p. 14. 

3 Good as Gold, June to and 24, July 1 and 15, 1878. 

4 Ibid., June 17 and 24, 1878; Appleton, of. cit. (1878), pp. 682-83, 442, 560, 
514, 577, 622-23, 613, 533, referring to the state conventions of Pennsylvania, Indi- 
ana, Michigan, Maine, Missouri, New York, New Jersey, Massachusetts, respec- 
tively. 

"5 Ibid., pp. 682-83, 442, conventions of Pennsylvania and Indiana. 

™%6 Tbid., p. 577. 
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where, seemingly, Kelloggism had given way before the demand 
for inflation.” Naught but his legal-tender theory remained. 
Even then, B. S. Heath, one-time associate of Pomeroy on the 
staff of the Democrat, and later proprietor of the Pekin (Ill.) Legal 
Tender, drew upon Kellogg’s legal-tender theory by reference and 
quotation in constructing his system of “‘absolute money.” This 
he elaborated in a work entitled Labor and Finance Revolution 
which went through six editions between 1880 and 1891.™ 

Changing conditions, however, robbed the ‘Greenback song”’ 
of “its ancient charm.” Successful resumption was followed by 
an increase in the volume of currency and by higher prices for 
agricultural produce. This brought quick collapse to the inflation 
movement.’ Although the “fiat” theory of money remained in- 
grained in the radical philosophy, greenbackism was of diminish- 
ing importance in the eighties. Radicalism of the “producing” 
classes which intended to revise the distribution of wealth and by 
destroying “non-producers”’ restore economic independence to 
farmer and laborer rallied around the Knights of Labor or in the 
Alliance movement. 

Direct heirs of the labor philosophy of Sylvis, Trevellick, and 
Cameron," the Knights of Labor undertook the destruction of 
“‘wage-slavery.”’ Like the National Labor Union, they first sought 
to accomplish this by a system of productive and consumptive 
co-operation."* Hampered by lack of credit, however, and still re- 


227 Joliet Morning News, July 9, 1879; Alson J. Streeter Scrapbook (in the posses- 
sion of Mr. C. D. Streeter, Keokuk, Iowa), letter from A. J. Streeter to the Aledo 
Record, New Windsor, Ill., January 17, 1878; John S. Bender, Money, Its Definition 
and Tests (Plymouth, Ind., 1879); National Greenback and Labor Shot and Shell, 
Original and Selected, catechism by J. H. Randall, songs by W. S. Lurton (Clyde, 
Ohio, 1878), Cadmus, op. cit. n.p. 

=8 Labor and Finance Revolution—Together with a Biography of the Author (6th 
ed., Chicago, 1891), pp. xxvii, 54-56, 104-6. Like the Joliet News, July 9, 1879, 
Heath was still interested in the problem of usury and in Kellogg’s doctrine of inter- 
est (op. cit., pp. 199-201). 

9 Chicago (weekly) Express, June 14, 1881; Commons, Hist. of Labour, I, 
248-49. 

%%” Commons, Hist. of Labour, II, 354. 

t Powderly, op. cit., pp. 458-59, 460. They also sought to free the land from 
monopolistic control and thus to give “men the chance to become their own em- 
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garding interest as the great oppressor,” they turned to Kellogg’s 
proposal that the national government lend legal-tender currency 
to producers at an interest rate less than the annual rate of in- 
crease in national wealth. Already, in 1881, this had been advo- 
cated by pamphleteers, one of whom was Richard Trevellick.™ 
Another was J. H. Severance, of Milwaukee, who proposed a sub- 
treasury system whereby the government would lend money to 
the people and accept deposits. By this means, Severence de- 
clared, “interest, bonds and the whole speculating power that now 
owns and runs the government”’ would be destroyed. Continued 
interest in Kellogg’s philosophy produced a fifth and cheap edi- 
tion of his book in 1883.5 Finally, in the General Assembly held 
at Hamilton, Ontario, on October 5, 1885, the Knights of Labor 
formally accepted the land-loan plan as its own. The petition to 
Congress, presented in support of this proposal, is a classic ex- 
pression of Kelloggism, containing Kellogg’s theories of value, 
money, interest, and distribution. It repeated also his belief that 
the concentration of wealth in the hands of non-producers was 
due to the “want of proper legislation” fixing a just and invariable 
rate of interest.%° This petition was readopted at the Cleveland 
General Assembly, June 1, 1886. There given to the press,” it 
was indorsed by such farmers’ papers as the Chicago Express™ 
and the Western Rural.*® This land-loan plan had been an issue in 


ployers” (Powderly, quoted by Nathan Fine, Labor and Farmer Parties in the United 
States, 1828-1928 [New York, 1928], p. 120). 

182 Ibid.; Knights of Labor (Chicago), April, 1886; March 12, 1887; John Swinton’s 
Paper (New York), April 12 and 26, May 3 and 17, 1885; S. M. Jelley, The Voice of 
Labor (Chicago, 1887), pp. 68-69, 81. 

33 Money and Panics (Detroit, 1881), p. 15. See Chicago Sentinel (S. F. Norton, 
proprietor), November 29, 1883, for reference to Louis Bristol of Vineland, N.J. 

4A Lecture on the Industrial and Financial Problem (Milwaukee, 1881), pp. 
25-26. This, the author declared, would relieve every indebted western farmer 
(ibid., p. 26). 


35 Edward Kellogg, Labor and Capital: A New Monetary System... . Lovell’s 
Library, III, No. 3 (May 15, 1883). 

3 Quoted in full in Labor: Its Rights and Wrongs .... (Washington, D.C., 
1886), pp. 217-20. 

37 Ibid., p. 217. 


8 June 12, 1886. 49 XXIV (Chicago, July 3, 1886), 424. 
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the local election in Wayne County (Detroit), Michigan,” the 
previous autumn, and was included in the platform of the inde- 
pendent labor party in Wisconsin in 1886." It was supported by 
W. D. Vincent, of Clay Center, Kansas, and later by John 
Davis, well-known Knight of Labor from the same state. 

While the Knights of Labor experienced an abrupt decline after 
their venture into politics in 1886, agrarian radicalism revived 
and flowered luxuriantly. Child of agricultural depression and 
farm-mortgage indebtedness, the Alliance movement turned to 
the philosophy which taught that “usury” and “money monop- 
oly” were fundamentally responsible for trusts and millionaires. 
Perhaps the first agrarian advocates of the revived Kelloggism 
were the leaders of the expiring greenback movement. Of these, 
Colonel S. F. Norton, editor and proprietor of the Chicago Senti- 
nel, was outstanding.“* On November 29, 1883, the Sentinel re- 
versed its previous position and came out flatly for the land-loan 
plan. In the same number Norton offered the cheap edition of 
Kellogg’s book as a premium for a year’s subscription. The com- 
ment accompanying the offer is illuminating. 


LABOR AND CAPITAL 


This is the well-known work of Edward Kellogg. It is indeed another 
most remarkable book. A few years ago it could not be obtained for less 


ue J. H. Eakins, Address to Knights of Labor and the Producing and Distributing 
Classes (Detroit, October, 1885), pp. 2-4. The author, a member of the Knights of 
Labor, was candidate for sheriff on the Greenback ticket. 

™# Commons, Hist. of Labour, II, 462; see also the second of the three resolutions 
offered by the Knights of Labor to the resolutions committee of the St. Louis In- 
dustrial Conference, February 24, 1892 (Chicago Tribune, February 24, 1892). 

™# Jelley, op. cit., pp. 64-85. 

“3 The National Economist, IV (Washington, D.C., December 27, 1890), 238. 
Earlier, in 1886, Mr. Davis was opposed to the land-loan plan. See article by him on 
“Finance” in the Weekly Labor Bulletin (Decatur, Ill.), August 26, 1886. 

This demand for land loans at low interest rates gives added meaning to the four- 
teenth plank of the “Preamble” which reads: “The establishment of a National 
monetary system, in which a circulating medium in necessary quantity shall issue 
direct to the people, without the intervention of banks; .. . .” (Knights of Labor 
[March, 1886]). 

™ Norton’s Sentinel was the best Greenback paper in the country, according to 
the Sunday Gasette of Washington, D.C. (extract in the Sentinel, March 27, 1884). 
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than $1.50 per volume. It is quite as well known by the title of “Kellogg on 
Finance”’ as by that of “Labor and Capital.”’ It always has been and still is a 
standard work among Greenbackers. . . . . 
“Usury,” “Old Shylock,” and the national banking system re- 
ceived their due share of attention in the Sentinel,“5 while Norton 
maintained that government loans to farmers would ultimately 
wipe out rural indebtedness and abolish usury.“ He declared, 
“unless this is done our boasted Republic is a ruin; our freemen are 
paupers, our farmers mere tenants.’’“7 

Late in 1885 B. S. Heath followed suit in the Chicago Express, 
and gathered signatures to a petition to Congress in support of 
the land-loan plan.“* At the same time he carried an advertise- 
ment of Kellogg’s work, recommending that it be “read by all, 
regardless of class.’”** In his columns he preached the labor theory 
of value and emphasized the dangers arising from the accumula- 
tive power of interest." On September 18, 1886, the Express 
published a series of plans advocating government loans to the 
people on landed security. The first of these was “Edward Kel- 
logg’s Plan,” of which the rest, offered by the Jrish World, Peter 
Cooper, O. A. McGuinn, Leonard Brown, Charles Sears, and B. S. 
Heath, were but adaptations. Before this the Jowa Tribune had 
come to the support of the land-loan plan.’* At this time, also, 
Rev. D. Oglesby, of Richview, Illinois, began his career as a serial- 
ist. Articles of his supporting the plan appeared in the Express 
in 1886,'* and later in the American Nonconformist of Winfield, 
Kansas." In Kansas, by 1888, the idea of government loans to the 

“45 Ibid., November 29, December 27, 1883; January 24, May 29, 1884. 

«46 Ibid., November 29, 1883; May 15, September 11, 1884. 

147 Ibid., October 30, 1884. In the number of April 17, 1884, Norton quoted a 
long extract from Kellogg’s Labor and Capital in support of his argument for a legal- 


tender irredeemable paper currency. 

«8 December 5, 1885. “9 Ibid., December 5, 1885; January 9 and 16, 1886. 

19 [bid., December 26, 1885; February 20, 1886. 

1st Ibid., January 9, March 13, 1886. 

1s? Extract published in the Express, May 22, 1886. 

183 Ibid., beginning with February 27, 1886. 

4 American Nonconformist and Kansas Industrial Liberator, January 26, 1888. 
See extract quoted by Raymond C. Miller, The Populist Party in Kansas (Ph.D. dis- 
sertation, typewritten, University of Chicago, June, 1928), p. 149. 
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people was widely held.*> Previously, in 1886, the Farmers’ and 
Laborers’ Co-operative Union of America had placed this demand 
in the first plank of its platform." In 1888, the Union Labor 
party, whose first national chairman had been B. S. Heath, in- 
cluded it in the “money”’ plank of its platform as an essential por- 
tion of “a national monetary system in the interest of the pro- 
ducer.’’*S? Scores of letters in support of the land-loan plan were 
published in the Farmers’ Voice, an outstanding advocate, and in 
the Western Rural,'* National Economist,'® and Prairie Farmer 
as well. Such were those from Norman Cowdoin, of Chester, 
Nebraska,’™ and others written by J. Burrows, of Filley, Ne- 
braska, president of the National Farmers’ Alliance in 1889- 
1890." 

Finally, at the annual convention of the National Farmers’ 
Alliance meeting at Des Moines, Iowa, January 10-11, 1889, a 
memorial to Congress in behalf of the land-loan plan was adopted. 
In it we find Kellogg’s doctrine that the interest rate determines 
the distribution of wealth offered as the fundamental principle 
justifying the proposal." The source of this doctrine of interest 
is fully revealed in an article published in the National Economist 
by J. Burrows, the president, in refutation of the theories of 

*85 Ibid., pp. 149-50. 

136 Chicago Express, June 17, 1886: letter from G. Campbell, Mound City, Kan. 

187 Ibid., April 25, 1891; Western Rural, XXVI (July 21, 1888), 457; Stanwood, 
op. cit., I, 461-62. The text in the latter should read “and loaned” instead of “‘or 
loaned.” For the place held by the land-loan plan in the reform program advocated 
by A. J. Streeter, candidate of the party for president, see letter dated April 30, 
1888, to the Farmers’ Voice, May 12, 1888. Cf. Letter from “Union Labor,”’ Wal- 
nut, Crawford Co., Kan. (ibid., July 7, 1888). 

18 XXV (January 29, 1887), 69: letter from a committee of the Farmers’ Alli- 
ance of Lowry City, St. Clair Co., Mo.; XVII (September 7, 1889), 560. 

189 T (June 29, 1889), 329, W. Hunt of Ancora, N.J., on “The Impending Crisis”; 
II (November 23, 1889), 159, Clark Orvis, “The Basis of Union”; II (January 11, 
1890), 293, extract from the Butler (Mo.) Local News; II (February 1, 1890), 315, 
extract from the Indianapolis Leader. 

1 August 2, 1890. 

16t Farmers’ Voice, June 9, July 21, 1888; April 2 and 20, 1889. 

%@ Tbid., February 4, October 13, 1888; July 13, September 7, 1880. 

63 National Economist, I (March 14, 1889), 10; Western Rural, XXVII (April 6, 
1889), 217; N. B. Ashby, The Riddle of the Sphinx (Des Moines, 1890), pp. 316-22. 
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Henry George.™ Entitled “Which Is the Controlling Factor, 
Interest or Rent?” it refers the reader thrice to Kellogg’s Labor 
and Capital (Lovell Library), which it urges all to read. From the 
latter the argument is obviously drawn. 

The land-loan plan remained the chief demand of the northern 
alliance until after the organization of the Populist party. The 
interest rate of 2 per cent on government loans, together with the 
maximum rate of 3} per cent on other loans, which it advocated, 
were to be fixed according to Kellogg’s principle of the average 
rate of increase in national wealth." This plan was indorsed by 
the National Grange™ and by the Farmers’ Mutual Benefit Asso- 
ciation.’” Bills to enact it into law were introduced in the Senate 
by Leland Stanford’® and S. M. Cullom,™ the latter acting on 
petition from the Farmers’ Alliance of Illinois.*” 

In the meantime, Dr. Macune, president of the Farmers’ Na- 
tional Alliance and Industrial Union, was working out his own 


4 T (April 27, 1889), 90-92. 

6s Proceedings of the National Farmers’ Alliance at Its Eleventh Annual Meeting, 
Held at Omaha, Nebraska, January 27, 28, and 29, ’91 (Des Moines, 1891), n.p.; 
Chicago Express, September 5, 1891, extract from the Alliance Farmer (Lincoln, 
Neb.). 

6 Ashby, op. cit., p. 322; Prairie Farmer, March 29, 1890; letter from Mortimer 
Whitehead, national lecturer, Patrons of Husbandry, Western Rural, XXTX (July 18, 
1891), 467. 

7 Joliet Daily News, November 21, 1890; Western Rural, XXVIII (May 10, 
1890), 293. The land-loan plan was supported by the Ord (Neb.) Independent 
(Knights of Labor, January 17, 1891), the St. Louis Monitor (National Economist, 
VI [December 5, 1891], 190), and advocated in letters received from Amherst, Wis., 
Kansas City, Mo.; Mound City, Kan. (Farmers’ Voice, November 22, 1890; April 
18, July 28, 1891); Texas; Williamsburg, Mich. (Chicago Express, April 4, December 
19, 1890); and Yankton Co., $.D. (Western Rural, XXII, 331). 

%8 National Economist, II (March 15, 1890), 408. Of Stanford’s bill the Economist 
said: “The proposition :tself is not original. .. . . There is not an original idea either 
in the preamble, the resolution, or the explanation given. Each and every one has 
been placed before the American people hundreds and thousands of times . . . . dur- 
ing the past fifteen years. It is simply the old doctrine of Peter Cooper modern- 
ized.” 

1 Ibid, 

*® Congressional Record (51st Cong., 1st Sess.), pp. 2328, 2875, 4228; Weekly 
Illinois State Journal (Springfield), April 24, 1890. A third bill to establish the land- 
loan plan was introduced in the House of Representatives by Congressman Feather- 
stone of Arkansas (see Chicago Express, April 11, 1891). 
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solution of the money problem. In the National Economist, which 
he edited, successive editorials appeared on the accumulative 
power of interest and on the power of money through interest to 
enslave."" These were followed by an extract from Kellogg’s book 
which predicted that his monetary system would make the United 
States economically independent.” Then, after a discussion of 
the interest burden of the South, Macune proposed government 
loans on crops as well as farms.” Viewed from this background, 
the subtreasury plan offered a few weeks later to the St. Louis 
convention of the National Farmers’ Alliance and Industrial Un- 
ion in December, 1889," seems little more than an adaptation of 
the principles behind the land-loan plan to the peculiar needs of 
the South. The merging of the crop and land-loan plans in the 
Ocala platform of December 7, 1890," strengthens this infer- 
ence." 

Kellogg’s influence upon the agrarian movement seems not to 
have diminished in the years 1889-92. Aside from the continued 
circulation of books written by Berkey,’” B. S. Heath,’ and Free- 


1 T (June-August, 1889), 167, 188-89, 211, 344. 

” Jbid., II (September 28, 1889), 24. 

13 Ibid., II (October 5, 1889), 39; ibid. (October 19, 1889), p. 82. 

14 Ibid., II (December 21, 28, 1889), 216, 226-27. ‘The sub-treasury plan is the 
fullest recognition of the economic truth, that labor creates all wealth, ever proposed 
in a legislative body” (ibid., III [June 7, 1890], 182). 

118 Ibid., IV (December 20, 1890), 216. 

1% Farmers’ Voice, January 18, 1890. Here John S. Maiben, in a letter to the 
editor, notices the indebtedness of the sub-treasury plan to Kelloggism: 

“Let any one read the outcome of the late Farmers’ Alliance at St. Louis, and 
they will see that the main trouble with the farmer is, not how to raise corn, but 
how can we find a market for it after it is raised. And strange to say, the logic of 
Edward Kellogg has been most emphatically endorsed. 

“More money at a low rate of interest. . . . . God grant the time is not far dis- 
tant, when we will be so enlightened that usury will be utterly abolished and those 
vampire [sic] of our monetary system, the National Banks will be scorched out of 
existence never able again to fasten themselves as leeches on the body politic.” 

For a similar analysis of the Ocala subtreasury plank see ibid., April 18, 1891; 
letter from George C. Ward, Kansas City, Mo. 

17 The Money Question. For citations of this work during these years see Mrs. 
Marion Todd, Pizarro and John Sherman (Chicago, 1891), pp. 28-29; Western 
Rural, XXXII (January 4, 1894), 36; Gordon Clarke, ed. Historical Political and 
Statistical Handbook of Money (Alexandria, Va., 1896), pp. 39, 53-54; Chicago Ex- 
press, June 27, 1891. 

8 Labor and Finance Revolution. The sixth edition of this work, of which there 
were two printings, was published in 1891. 
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man O. Willey,’” radical papers and new pamphlets continued to 
disseminate his doctrines. Of the former, the Farmers’ Voice, the 
Chicago Sentinel,” the Chicago Express,** and the Alliance of 
Lincoln, Nebraska,™ at least were under his direct influence. The 
Voice, claiming one hundred thousand weekly circulation before 
Lester C. Hubbard’s dismissal in 1892, was an early advocate of a 
new third party. Its conception of the significance of Kellogg’s 
book was displayed not only in an editorial review,™ but also by 
the publication of a long series of column extracts from this 
work." These were entitled “Political Economy. Financial Sci- 
ence. Extracts from Labor and Capital, by Edward Kellogg.” 
Of the early Populist pamphlets, the most widely circulated, 
perhaps, was Colonel S. F. Norton’s Ten Men of Money Island. 
Written by a famous greenbacker, whose paper had early cham- 
pioned the revived Kelloggism of the eighties,“ and who was 
credited both “‘with having given the Populists their creed” and as 
“the author” of their “financial plank,’’*’ the pamphlet itself 
cited Kellogg as an authority, and apparently drew its inspiration 


19 Whither Are We Drifting as a Nation? and The New Era in Republican Govern- 
ment (St. Louis, 1891). Originally published in separate volumes in 1882 and 1883, 
respectively, each advocated the land-loan plan and restated Kellogg’s theory of 
interest. 

18 Chicago Express, January 6, 1892, extract from the Sentinel. 

1% Express, June 20, 1891. This paper was now owned by Colonel Norton. 

82 Farmers’ Voice, September 19, December 13, 1891. The Alliance was edited 
by J. Burrows, whose indebtedness to Kellogg has been noticed above. 

83 Farmers’ Voice, March 22, 1890; March 29, 1890; letter from H. L. Loucks to 
L. C. Hubbard, Clear Lake, $.D.; May 24, 1890; letter from J. Burrows; ibid., letter 
from Loucks. 

4 February 16, 1889: 

“We cannot condense Mr. Kellogg’s masterly arguments into a brief notice of 
the work. He would have Government issue all legal tender money and loan the 
same at a low and uniform rate of interest to the people . . . . taking as security 
productive land that would promptly . . . . sell for double the amount loaned. 

“This, and the limitation within reasonable bounds of the amount of land which 
corporations or individuals may own, would, without doubt, save America from the 
dangers that otherwise threaten to overwhelm us.” 

85 Tbid., February 16, 1889—January 4, 1890. 

#8 See above, pp. 356-57 

7 Chicago Times-Herald, cited in Joliet Daily News, July 28, 1896. 
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from a chapter of his book.* Jesse Harper, another populist from 
the greenback “fringe,” drew upon Kellogg’s monetary theory, 
and adopted his doctrine of interest as the distributor of wealth. 
In an article on “The Heroes of Our Thirty Years’ War,” the 
Chicago Sentinel placed Edward Kellogg at the head of the “strong 
money-reform writers” of the radical movement. W. A. Peffer, 
noted Alliance and Populist senator from Kansas, laid down Kel- 
logg’s doctrine of interest as a fundamental Populist demand,™ a 
contention which a cursory examination of the literature of the 
period substantiates." B. G. Bernardi, anarchist, found it neces- 
sary to attack Kellogg’s proposals before laying down the princi- 
ples of the labor exchange," while Thomas E. Hill, of Prospect 
Park, Illinois, felt constrained to deny any indebtedness to Kel- 
logg for his own Hill Banking System.™ Finally, Our Money 


88 Ten Men of Money Island (rev. ed.; Girard, Kan., 1902), p. 32; Labor and Other 
Capital, Part II, chap. ii. 

9 “The Origin of Money and Its Uses’’; letter to Hon. S. D. Noe, Danville, IIL, 
August 11, 1890; article written for the Chicago Sentinel; in A. C. Barton, Life of 
Col. Jesse Harper of Danville, Illinois (Chicago, 1904), pp. 260, 172, 205, respec- 
tively. 

© Extract quoted in Chicago Express, June 27, 1891. 

** Namely, that the rapid transfer of wealth from producers to non-producers 
could be stopped only by a reduction of the interest rate “to the level of average net 
profits in productive industries.” See W. A. Peffer, “The Mission of the Populist 
Party,”’ North American Review, CLVII (New York, December, 1893), 666, 673-74, 
674-75; H. E. Taubeneck Scrapbook (in the possession of I. D. Taubeneck, Bronx- 
ville, N.Y.), W. A. Peffer to J. D. Holden, Topeka, Kan., July 27, 1895. Senator 
Peffer was an ardent advocate of the land-loan plan, and introduced a bill in the 
Senate to establish it (Vanguard, June 11, 1892). Colonel S. F. Norton (Express, 
September 5, 1891), John Davis, congressman from Kansas (ibid., February 22, 
1896), and others supported Peffer’s doctrine of interest. 

2 Letters in the Farmers’ Voice, May 3, 1888; June 15, 1889; July 18, 1891; 
January 6, June 23, July 21, 1894; October 26, 1895; editorials, ibid., February 23, 
April 6, 1889; Western Rural, XXIX (August 15, 1891), 524; Vanguard, October 22, 
1892, “. .. . Usury is the tap-root, the essence, the soul of oppression. It is the 
great central pillar upon which capital stands. It is the father and mother of all 
monopolies.” American Federationist, II (Indianapolis, August, 1895), 107, edito- 
rial; Age of Labor (Chicago, July 1, 1892). 

13 Trials and Triumphs of Labor. The Text Book of the Labor Exchange (In- 
dependence, Mo., 1895), p. 121. 

1 Farmers’ Voice, October 10, 1891. The Hill Banking System found consider- 
able support in the early years of the Populist movement. The Farmers’ Voice 
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Wars, written by Samuel Leavitt, formerly managing editor of 
Peter Cooper’s New York Advocate, and attached successively to 
the editorial stafis of the Irish World, the Chicago Sentinel, and 
the Joliet Daily News,’ hailed Kellogg as the originator of the 
“American system of money,” and his book as “‘a text-book and 
guide for labor and currency reformers ever since.’"™™ 

The first manifesto’” published by the national committee ap- 
pointed at Cincinnati on May 21, 1891, demonstrates conclusively 
the influence of Kelloggism on the Populist program and philos- 
ophy. After a long arraignment of the nation’s ills," this docu- 
ment concluded that their fundamental cause lay in the existing 
monetary system. The remedy advocated was government loans 
“on approved security” to the people at 2 per cent per annum. 
With a self-regulating currency “equal to first mortgages on real 
estate” that no clique could control, and with the interest rate 
lowered to the proper level by government credit operations, 
“unproductive capital would never draw a greater increase than 
two per cent..... ” The “money now exacted as unjust usury 
would remain in the hands of producers and foreign capitalists 
being unable to compete with the people represented in the gov- 
ernment would be driven from the country, and industrial inde- 


(March 21, 1891); the Vanguard (ibid., June 4, 1892; cf. H. D. Lloyd MSS [State 
Historical Society of Wisconsin], A. P. Stevens to Lloyd, Chicago, January 13, 1894); 
the Henning (Minn.) Advocate (Stevens to Lloyd, loc. cit.; American Nonconformist, 
January 28, 1892, Frank Hoskins, Henning, Minn., to the editor); L. C. Hubbard 
(The Coming Climax in the Destinies of America [Chicago, 1891]); and Mrs. Marion 
Todd (op. cit.) were all advocates of the Hill Banking System. For its provisions see 
L.H. Weller MSS (State Historical Society of Wisconsin), Thomas E. Hill to Weller, 
Prospect Park, Ill., April 8, 1891; Thomas E. Hill, Money Found: Recovered from 
Its Hiding Places, and Put into Circulation through Confidence in Government Banks 
(rev. ed.; Chicago, 1894); Farmers’ Voice, March 14, 1891. 

5 Lloyd MSS, circular and newspaper clipping attached to letter from Leavitt 
to Lloyd, July 3, 1896. The clipping, probably taken from the Joliet Daily News, 
called Our Money Wars the standard Populist authority on the money question. 

© Our Money Wars: The Example and Warning of American Finance (Boston, 
1896; rst ed., 1894), Preface and p. 73. 

7 Chicago Express, July 25, 1891; Western Rural, XXIX (August 15, 1891), 
521. 

8 These included agricultural indebtedness, fear of rural serfdom, and the domi- 
nance of British capital in the United States. 
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pendence thus secured.”’ In Kelloggism, therefore, lay the solution 
of that problem presented by the monetary system which “the 
People’s Party” considered “the most pressing reform.’ 

In view of the fact that the leaders of the party organized at 
Cincinnati controlled the succeeding conferences held at Indian- 
apolis*” and St. Louis,” and since the financial plank of the Oma- 
ha platform’? was taken bodily from that adopted at the St. 
Louis Industrial Conference,” it is difficult to avoid the conclu- 
sion that Kelloggism continued as an essential ingredient of Popu- 
lism. So important, in fact, was the financial plank in Populist 
eyes, that many proposed it as a one-plank platform for 1892.™ 
Nor is it without significance that old Alexander Campbell, “the 
Moses” and interpreter of Kelloggism to the West in the sixties 
and seventies, was wildly cheered by the Omaha convention when 
he was introduced by Colonel S. F. Norton.”* Four years later, 
when Populism met under the cloud of free silver at St. Louis, the 
“‘middle-of-the-road” contingent included the modified Kellogg- 
ism of the Omaha platform in their financial proposals.’ 

Enough has been said to indicate the continued influence of 
Kelloggism upon that defensive movement of “producers” which 
resisted for three decades the industrialization of America and 

19 Ibid. See also Express, January 17, May 9, 1891; Leavitt, op. cit., pp. 306-7; 
Miller, op. cit., pp. 160-61; St. Louis Monitor, quoted in National Economist, VI 
(December 5, 1891), 190; Farmers’ Voice, June 27, 1891. 

2 Ignatius Donnelly MSS (State Historical Society of Minnesota), Box 46, H. E. 
Taubeneck to Donnelly, Marshall, Ill., November 6, 1891; Taubeneck Scrapbook, 


clipping from the St. Louis Chronicle, February 28, 1892; F. G. Blood, Hand Book 
and History of the National Farmers’ Alliance and Industrial Union (Washington, 
D.C., 1893), p. 41. 

2 Taubeneck Scrapbook, clipping from St. Louis Chronicle, February 28, 1892. 

2 Chicago Tribune, July 5, 1892. 

23 Farmers’ Voice, March 5, 1892. This plank was in turn but a modification of 
those included in the Cincinnati (ibid., May 30, 1891) and the earlier Ocala (ibid., 
December 20, 1890) platforms. 

*4 This proposal reminded one E. O. Ball, of New York, that “this plan was urged 
twelve years ago by one of the clearest voices in this city, a co-worker with Kellogg, 
the author, and a merchant, as was Mr. Kellogg” (American Nonconformist, January 
28, 1892). 

*s Vanguard, July 9, 1892. 

2% Chicago Times-Herald, July 20 and 24, 1896. 
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sought by monetary experiments to counteract the falling price 
level of the post-war era. Essentially a “‘producers’ ’’ philosophy, 
with its emphasis upon the labor theory of value and its distinction 
between producing and non-producing capital, it gives meaning 
and unity to otherwise disconnected elements of radical thought 
observable in the literature of the period. Repeated references to 
an unfair distribution of wealth, to the labor theory of value,” 
and to “producing” and “‘non-producing”’ classes suggest of them- 
selves the presence of an economic radicalism fundamentally hos- 
tile to the industrial world. So, likewise, do the prolonged attack 
upon the national banking system and the extravagance with 
which “Usury,” “Shylock,” and “Millionaires” were assailed. In 
Kellogg’s theories of money, interest, and credit, we can find the 
key to the then-asserted relation between these phenomena and 
the currency and financial proposals of the period, proposals ad- 
mittedly the heart of the radical program. The legal-tender the- 
ory, the interconvertible currency, and the subtreasury plan all 
find an explicable origin in his system. His theory of interest ex- 
plains the insistence that only financial reform could remedy the 
unequal distribution of wealth and restore to labor its lost inde- 
pendence. Likewise, the emphasis upon political action, so char- 
acteristic of these radical movements, received added force from 
his declaration that through this means alone could complete re- 
form be obtained. The justification which this utopian scheme 
offered to the inflation sentiment of an indebted West suffering 
from a prolonged decline in agricultural prices, and the lure of its 
promise of an equitable distribution of wealth to rural and urban 
classes vexed by the economic and social maladjustment born of 
the industrial revolution, offer some explanation of the continued 
influence of Edward Kellogg upon American radicalism during the 


years 1865-96. 
CHESTER McA. DESTLER 
ALBION COLLEGE 


7 For an example see above, p. 360, n. 174. 








TAXATION OF LAND VALUES IN CANADA’ 


The taxation of property by the Canadian provinces and mu- 
nicipalities differs in several respects from state and local property 
taxation in the United States. While there is no marked uniform- 
ity among the tax systems of the various provinces, as there is no 
marked uniformity among the tax systems of the various states, 
it is still possible to differentiate between the systems in the two 
countries. In the first place, the provinces themselves have not 
leaned as heavily on property taxes as have the states, owing 
largely to the receipt of generous subventions from the Dominion 
and in some instances to large returns from land sales. In the 
second place, personal property as such has been more generally 
exempted from taxation in Canada than in the United States. In 
the third place, there has been a tendency to place the bulk of the 
real estate tax burden on land values by exempting improvements 
partially or wholly and by imposing both unearned increment 
taxes and special taxes on “wild lands.” It is this movement to 
exempt improvements, at least in part, from taxation, which is 
considered here. 

Discrimination against unimproved land begins with a provin- 
cial wild-land tax in British Columbia imposed first in 1873."* The 
option of assessing improvements at a lower rate than land for 
municipal taxation appears in British Columbia in 1891, in Al- 
berta and Saskatchewan (then part of the Northwest Territories) 
in 1894,? and in Manitoba in 1919.5 Attempts have been made to 
extend this privilege of exempting improvements (or assessing 

* Prepared for the Committee on Taxation of the President’s Conference on Home 
Building and Home Ownership. 

™ Y. Scheftel, Taxation of Land Values (1916), p. 258. 


2 Ibid., pp. 261-63. 

3 Laws of 19109, chaps. 67, 68. Winnipeg had been assessing improvements at 663 
per cent of full value under special charter provisions since 1909. In 1914 St. Boni- 
face, by the direction of the council, was underassessing buildings 50 per cent while 
assessing land at full value. The assessment of buildings was raised in 1930. (R. M. 
Haig, Exemption of Improvements from Taxation in Canada and the United States 
[1915] and letter from the mayor of St. Boniface, 1931.) 
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them at a lower rate than land) to the more settled eastern prov- 
inces, but such attempts have thus far failed. 

The exemption of improvements from local taxes in the western 
provinces grew steadily for some twenty years, reaching a peak 
about 1913 or 1914. This was a period of rapid settlement in the 
region. Building may have been stimulated by the promise of 
tax exemption; but in any case land values increased in spite of 
rising land taxes. The extent of the exemption of improvements 
in 1914 may be seen in Table I. 

The movement was checked by the decline in land values ac- 
companying the business depression of 1913. Except for the Rural 
Municipalities Act of 1914 in Saskatchewan exempting 4ll im- 
provements in such municipalities, and the exemption of one- 
third of the value of improvements in towns, villages, and certain 
cities in Manitoba in 1919, no further provisions for exemptions 
have been made.5 

On the contrary, exemptions have been removed. The exemp- 
tion of all improvements in Edmonton, Alberta, was given up in 
1918. Such improvements have since been assessed at 60 per 
cent. In Calgary in 1919 the rate of assessment for improvements 
was increased from 25 to 50 per cent. In the other municipalities 
of Alberta, total exemption of improvements has been replaced by 
assessment at two-thirds of full value. 

In other provinces the following large cities have increased the 
taxation of improvements as follows: Vancouver changed from 
total exemption to 25 per cent assessment in 1918 and to 50 per 
cent assessment in 1919; Victoria changed from total exemption 
to 333 per cent assessment in 1922 and to 50 per cent assessment 
later; Moose Jaw has increased the assessment of improvements 
from 45 per cent to so per cent; and Saskatoon has increased such 
assessments from 25 per cent to 45 per cent. 

4See Haig, op. cit., passim. 

5 In 1919 Ontario passed an act permitting partial exemption of dwellings valued 
at $4,000 or less, but only Toronto has taken advantage of this thus far. The total 
exemptions amounted to about 7 per cent of the total assessment in 1930. Conse- 
quently this is not an important change. (Laws of 1919, chap. 50; Annual Report of 
the Assessment Commissioner of the City of Toronto, 1930; and correspondence with 
the city assessment commissioner.) 
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A summary of real estate taxes in the western provinces at the 
present time is given in Table II. It is apparent from this that, 
while the provinces have modified considerably during the past 


TABLE I 
MUNICIPAL TAXATION OF IMPROVEMENTS, 1914" 








wut 

Rate of = 
Rate of 

Governmental Assessment 

Province Unit to Which Base of Tax Improvements jo, Improve-| Assessment 

Tax Applies ed ments Not | ,°" Total 

PP. Ex vate t Exemption 

- P Was First 

in Force 





Edmonton Land 1905 

Calgary Real estate IQI2 

Municipalities | Land igiiace ae 1912 
other than 
cities 


British Co- 
lumbia....} All municipali-| Real estate 
ties 


Manitoba. ..| Winnipeg Real estate 
All municipali-} Real estate 
ties except provements: 
Winnipeg 50% local in- 
and St. Boni- dustry im- 
face provements 


Saskatche- 
Regina Real estate 


Moose Jaw Real estate 
Saskatoon Real estate 
Rural munici-| Land 
palities and 
improve- 
ment dis- 
tricts 
Villages and} Real estate | All may be ex- 1908 
towns empted 




















* Compiled from R. M. my ym my of Improvements from Taxation in Canada and the United 
States (1915). Since this time the tende: to exempt improvements has declined. The one notable 
qouaptiea to this is the exemption of one-third of the value of improvements in certain municipalities 
in Manitoba in 1919. 

> In some cases optional. 


fifteen years their policy of exempting improvements from local 
taxation, they have by no means abandoned it. Land still bears 
the brunt of the real estate tax burden, and unimproved land is 
frequently taxed at a higher rate than improved land. 
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After thorough study of the Canadian situation in 1915, Pro- 
fessor Haig, of Columbia University, reached the following con- 
clusions as to the land-value tax: It is a tax which may be put 
into effect under certain favorable circumstances, notably at a 
time when the value of real estate is rising rapidly as a result of 
the opening and developing of a new country. The effects depend 
largely on local conditions. Conditions are not favorable if the 
exemption raises the tax rate on land or decreases the tax base.° 

The abandonment of the policy of entire exemption of improve- 
ments was considered in Alberta at this time. Public opinion, 
however, was so strongly in favor of exemptions that nothing was 
done until tax arrears put the cities into serious financial straits. 
Then, in 1917 and 1918, special commissions, both provincial and 
municipal, were appointed to study the situation and make rec- 
ommendations for relief in Alberta and in other western prov- 


inces. 
The conditions revealed in these studies were quite general 
throughout the four provinces. They are vividly described by the 


Manitoba Assessment and Tax Commission of 1919. After a brief 
statement on the development of the movement, it says: 

All went well until 1912, when prosperity began to wane, and the chilling 
frosts of monetary stringency began to be felt. Then taxation again became 
a burning question. Land values had commenced to depreciate and collapse, 
thus imperilling the solvency of municipalities which had taken the leap in 
the dark. Real estate values, formerly considered an appreciating asset, 
shrank with alarming rapidity and became to the owner an increasingly bur- 
densome liability. Taxes, based on extravagantly inflated assessments, 
ceased to be met.? 


The extent of these fiscal difficulties for the eight cities with 
more than 20,000 population is shown in Table III. The decreas- 
ing tax base was due to the shrinkage in land values rather than 
to the decrease in the value of improvements. Land values de- 
creased 56 per cent in Victoria between 1915 and 1922, whereas 
improvements decreased only 5 per cent in value during the same 
period. In Vancouver land values decreased 16 per cent between 
1914 and 1924, and the value of improvements increased 8 per 

® Haig, op. cit., pp. 277-80. 

? Report of the Assessment and Taxation Commission, Manitoba, 1919, p. 19. 
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cent. In Calgary land values shrank 45 per cent in the four years 
1914-18. The value of improvements rose g per cent during the 
TABLE III* 


ASSESSMENTS, LEVIES, AND ARREARS IN CITIES OF 20,000 POPULATION 
oR OVER IN WESTERN PROVINCES 











Total 
Net As- 
Assessed _— Tax T 
Value of | 52" Rate — 
Rate of Land be-| tio? of (without Tax | Arrears 
Popula- Assess- fore Ex- nd Discount Levy (in| Out: 
Year a ment of hence and i Thou- | standing 
Improve- (in Build- P sands of |(in Thou- 
ou-| *; rompt . : 
ments | cands of we, Pay- Dollars) or a 
‘ax rs 
Dollars) (in Thou- ment) 
sands of 
Dollars) 
Alberta: 
Edmonton... . 1914 52,000 ° 209,065 | 191,284) 17.5 3.770 | 2,360 
1917 | 53,846 © |100,917 | 100,197) 26.5 3,189 | 6,157 
1918 60,000 60 76,833 92,405} 30.0 3,655 | 6,775 
1930 | 77,557 60 36,942°} 65,687] 47.5 4,075 | 1,084 
GR cnn ee 90,324 25 119,892 | 134,886] 20.75 4 $27° 
1918 70,000 25 65,728 78,473| 32.00 d 4,540 
1919 | 75,000 5° 77,943 | 88,153) 35.25 < < 
1930 85,000 50 4 64,180} 46.00 3,880 706 
British Columbia: 
Vancouver......... 1914 }106,1I0 ° 150,466 | 150,466) 24.2! 4,183 | 1,864 
1917 [102,550 ° 139,923 | 139,923} 26.4! 4,348 | 5,043 


1918 [109,250 25 132,910 | 158,909] 26.4! 4,660 | 5,456 
1919 |123,050 $0 |132,245 | 168,645} 26.4 | 4,001 | 3,216 
19308 [242,629 5° 167,403 | 258,036, 43.82 | 11,956 | 2,285 




















Victoria —— 55,000! ° 80,152 89,152) 22.35 1,886 261 
1918 | 55,000! ° 45,908 | 45,908) 24.00 | 1,247 | 3,420 
1922 | 38,7275 33% | 38,873 | 47,863) 32.00] 1,639 | 1,318 
1930 | 59,000 50 24,907 | 56,747} 36.40 é 498° 

Manitoba: 

Winnipeg 1914 |203,255 66 199,083 | 236,638] 14.80 5,816 | 1,432 
1917 =|182,848 66 162,863 | 212,026] 17.00 5,053 | 3,214 
1922 [199,120 66 144,074 | 196,389] 30.50 | 10,071 | 5,205 
1930 209,286 66 113,059 | 192,237) 33-5 10,771 | 4,166 

Saskatchewan: 

Regina. . — 50,000 30 68,403 59,185] 13.00 875 4 
1922 | 40,000 30 41,963 | 43,927] 41.00] 1,785 500 
1929 52,000 30 23,487 44,285] 41.00 2,040 308 

Moose Jaw........| 1054 18,000 45 44,038 43,142] 17.55 712 d 
1917 19,000 45 20,038 | 26,344) 27.70 764 619 
1925 | 20,498 50 12,347 | 22,325] 47-40 | 1,150 921 
1929 20,250 5° 10,209 21,129] 48.70 1,123 335 

Saskatoon.........] 1913 12,000 25 54,461 51,007} 18.00 1,223 25 
1917 25,000 25 34,254 26,327| 21.00 920 288 
1925 | 27,540 45 18,133 | 29,004) 43.60] 1,306 670 
1929 | 40,000 45 17,304 | 31,988) 42.40] 1,527 297 











* Data from Haig and municipal reports. Years are chosen for outstanding charges in arrears, tax 
levy, population, or rate of assessment. 
b 1916. ® 1929. 4 Not available. * 1913. 
‘Estimated from rates discounted for immediate payment. 
* In 1929 boundaries extended to include South Vancouver and Grey Point. 
b roar. 
‘Estimated population for greater Victoria. i Partly estimated. 
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same period. Land values in Winnipeg decreased 28 per cent be- 
tween 1914 and 1922. Improvement values increased 16 per cent. 
In Moose Jaw land decreased in value 35 per cent and improve- 
ments increased in value 35 per cent between 1914 and 1925. 
These illustrations are sufficient to demonstrate that land values 
are a much less dependable tax base than improvements. The 
periods given are those during which the shrinkage of land values 
was greatest. In contrast to the experience of the western cities, 
it is interesting to note that in Toronto land values increased 
steadily during this period. The value of improvements in To- 
ronto increased even more rapidly, rising from a little more than 
one-third of the total assessment in 1914 to something more than 
half in 1927. 

With the decrease in the tax base, the tax rates rose. While 
prices of real estate were falling, the owners were unable or un- 
willing to pay the increasing taxes, and arrears were allowed to ac- 
cumulate. In the city of Edmonton arrears outstanding increased 
from $2,360,000 in 1914 to $6,775,760 in 1918, and the tax rate 
rose from 17.5 mills to 30 mills per dollar of assessed valuation. 
Calgary showed an increase in tax arrears from $527,544 in 1913 
to $4,539,718 in 1918, probably caused in part by the decrease in 
population from more than 90,000 in 1914 to 70,000 in 1918. 
Vancouver arrears grew to more than $5,000,000 as population 
and assessed value decreased. In Victoria the assessed value had 
fallen by 1918 to 50 per cent of the 1914 value and arrears in- 
creased from about $250,000 to nearly $3,500,000. Tax arrears in 
1918 in Victoria amounted to nearly three times the tax levy for 
that year. The difficulties were general throughout British Co- 
lumbia. Mr. R. Baird, inspector of municipalities, reported that 
in 1917 the municipalities of the province collected a revenue of 
$10,700,000, out of which they had to set aside more than $9,000,- 
coo to meet “uncontrollable” expenditures, such as sinking funds 
and bond interest, which left about a million and a half for ordi- 
nary expenses.’ The situation in Winnipeg was never as serious 
as in the far-western cities. Winnipeg has taxed buildings and 
improvements at 663 per cent of their full value throughout the 


8 Report of the Assessment and Taxation Commission, Manitoba, 1919, p. 133- 




















TAXATION OF LAND VALUES IN CANADA 375 


period. Even so, the depression left Winnipeg with relatively high 
tax arrears, and there was agitation for a still broader tax base. 
One Winnipeg taxpayer characterized the tax on property and the 
right to sell for arrears as “camouflaged confiscation.’”® 

Reporting on the situation in Saskatchewan in 1917, Professor 
Haig pointed out the fact that during the boom, when land assess- 
ments had been high and rates low, few objections had been made 
to the high assessments because they justified the speculator in 
his claims as to the value of his land. In the depression he refused 
to pay the tax. In answer to the possible objection that this would 
be true regardless of the type of tax used, Professor Haig’s find- 
ings on the cities of Saskatchewan are of interest. 

.... Such data as are available tend to show that land values form the 
least stable portion of the tax bases, and that those cities which have depend- 
ed upon land most heavily are those which have had the greatest difficulty in 
collecting taxes. .... Taking, for example, the cities of Saskatchewan, it is 
found that the order in which they stand with regard to success in making 
collections promptly is almost exactly the reverse of the order in which they 
stand in regard to their dependence upon land as a source of revenue.” 


These conclusions are amply confirmed by the experience of these 
cities in later years. 

The dissatisfaction in various commission reports reflects a 
rather general change of attitude throughout Canada. The en- 
thusiasm for exemption of improvements has diminished, not only 
among real estate brokers but also among other taxpayers and 
tax officials. The usual criticism against land value taxation is 
that it has been a fiscal rather than a social failure,“ and the re- 
form advocated is a broader tax base. The Manitoba Assessment 
and Taxation Commission advocated taxation according to abili- 
ty rather than to benefit. The members of the commission re- 
garded as unstable a revenue system based largely on land taxes, 

*Mr. Arthur M. Fraser, president of the Winnipeg Taxpayers’ Association, 
Readers’ Forum (Winnipeg), November 15, 1926. 

*R. M. Haig, “Limited Single Tax,” National Tax Association Proceedings, 
November, 1917, Pp. 377- 

™" There has been some criticism, however, of the social effects of the exemption 
of improvements. For instance, C. J. Yorath, city commissioner of Edmonton, 


states that it led to overdevelopment of property and failed to prevent land specu- 
lation. Report of the Committee on Taxation of the City of Toronto re Single Tax, 1923. 
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and also cited instances of the unwise use of large revenues ob- 
tained during the boom period. They particularly stressed the un- 
due extension of city boundaries and the overdevelopment of 
public utilities.” 

The situation clearly called for relief. Temporary relief was af- 
forded in various ways. Edmonton issued short-term debentures 
to cover part of the arrears. In Regina the banks advanced 
money, and in South Vancouver a provincial administrator was 
appointed to straighten out the finances of the city. It soon be- 
came evident that more permanent relief in the way of the en- 
forcement of collection, and through the revision of the tax base, 
was necessary. 

Although there were laws providing for the sale of land for 
arrears of taxes, cities hesitated to enforce these laws lest the 
land revert to them for lack of outside bidders. Tax sales were 
finally held in many cities. Although it often meant substituting 
real estate for tax arrears in the cities’ books, it seems to have had 
a wholesome effect on many taxpayers." The reduction of tax 
arrears in Vancouver from a high point of $5,500,000 in 1918 to 
$2,000,000 in 1930 is an example of the effectiveness of tax sales. 
In this city in 1925, 627 of the 839 lots offered for sale were pur- 
chased by the city.“ As late as 1930, 502 lots were purchased by 
the city and only 157 by private individuals. 

The extent of the reduction of arrears outstanding in the eight 
largest cities of the provinces has been shown in Table III. All of 
the provincial laws give permission to sell land when taxes are a 
year in arrears, but they vary as to the period allowed for redemp- 
tion. 

In order to encourage payment of arrears, relief acts were 
passed by both the provinces and the municipalities to allow a 
moratorium on back taxes. For example, Victoria passed a relief 
act in 1919 by which back taxes could be funded at 7 per cent. 


™ Report of the Assessment and Taxation Commission, Manitoba, 1919, pp. 43; 
118, 182. 

3 Annual Report of Municipal Affairs, Saskatchewan, 1917-18, pp. 17-18. 

™ Report of the City of Vancouver, 1925. 

'S Report of the City of Vancouver, 19 30. 
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This debt was to be paid off in ten annual instalments along with 
the current taxes on the property.” This plan did stimulate pay- 
ment of taxes and helped to relieve the financial difficulties of 
Victoria by restoring to taxation land which had not been a source 
of revenue for some time. The provinces of Alberta and Manitoba 
also passed relief measures. Alberta’s is similar to the act passed 
by the city of Victoria and is much more thoroughgoing in its 
efforts at readjustment than the Manitoba relief act, which only 
provides for exemption from penalties. 

The second and more permanent type of relief was a revision 
of the tax base. This was a step which roused sufficient popular 
opposition to be used only in serious cases or only to a limited ex- 
tent. In South Vancouver, after an issue of treasury notes in 1917; 
it was necessary for the city to default in meeting its obligations. 
An administrator was appointed by the government to administer 
the affairs of the city, and he finally announced: “After careful 
investigation of the financial situation, I find it absolutely neces- 
sary to depart from the straight tax on land, drastic though it 
be.’*? Of the eight cities for which data have been obtained, six 
have raised the rate of assessment on buildings and other improve- 
ments, as noted above. The largest increase was that of Edmon- 
ton from complete exemption to a 60 per cent assessment. Winni- 
peg and Regina have maintained the same rate of assessment 
throughout the period considered , but have at no time shown such 
serious tax arrears as Victoria, Edmonton, and Vancouver. 

That the partial exemption of improvements has not proved a 
complete failure is evidenced by the fact that improvements in all 
cases are still given at least a 333 per cent differential in Western 
Canada. In view of the rising land values of the past few years, 
there seems to be no reason to believe that these differentials will 
be reduced further. That the desire for social reform in landhold- 
ing is still strong in those provinces cannot be doubted, if we con- 
sider also the other provincial legislation penalizing the wild or 
unoccupied lands. Each province has a higher tax on wild or un- 

© Report of the Assessment and Taxation Commission, Manitoba, 1919, pp. 138-39. 


"™ Report of the Committee on Taxation of the City of Toronto re Single Tax, 1923, 
Pp. SI. 
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occupied land than on other land. This is for the purpose of en- 
couraging the use of this land. In Alberta there is both a wild- 
land tax and an unearned-increment tax on land. Both of these, 
as well as the wild-land tax in Saskatchewan, exempt small hold- 
ings, thereby encouraging the breaking-up of large estates. These 
taxes are of fiscal, as well as social, importance, however; and 
when high rates threaten confiscation, as in the case of the British 
Columbia tax, these rates are reduced. 

It is significant that under the more static economic conditions 
prevailing in the eastern provinces, exemption of improvements 
from taxation has never gained any real foothold. Nevertheless, 
the experiment being carried on in Western Canada has success- 
fully passed through an extremely critical period. Tax arrears are 
being steadily reduced. The result has been achieved by a com- 
promise, and the improvements once wholly or almost wholly ex- 
empt are now assessed at higher percentages of their full value. 
Also, the real estate tax has been more generally supported by 
business and income taxes. It is apparent, however, that if the 
amount of the exemption is flexible and if, further, too much de- 
pendence is not placed on the one tax, a limited exemption of im- 
provements is feasible and possibly useful in achieving certain 


social ends. 
MABEL NEWCOMER 


RutH GILLETTE HuTCHINSON 
VASSAR COLLEGE 








TWO NOTES ON THE FEDERAL RESERVE SYSTEM 


I. THE ABSENCE OF A CONSISTENT FEDERAL RESERVE POLICY 


E structure of the Federal Reserve banking system of the 

United States is so complicated that a consistent long-run 

policy is scarcely possible. If one examines into the Federal 
Reserve Act, he will notice that it sets up many agencies which do have 
or are supposed to have some influence over policy. There is provision 
for the Federal Reserve Board (eight members), boards of directors for 
each Federal Reserve bank (108 directors in all), the Federal Advisory 
Council (twelve members, one from each district). Examination of the 
working system also shows a governor for each bank (twelve in all); 
and an open-market policy conference (twelve members).’ Here alone 
are some 140 individuals. In the first instance, policy represents the 
balance of power within the separate agencies and among them. It 
should be remembered that this balance is not merely a matter of law; 
it is also a matter of administration and of personality. 

Federal Reserve policy might be modified because there are changes 
within the several units. Thus, the Federal Reserve Board is com- 
posed of eight members: six are appointed by the President directly 
to the Board for ten-year terms; and two are ex-officio members. 
Changes in the fortunes of political parties and expirations of terms of 
office might mean changes in the personnel. Deaths and resignations 
are bound to do so. Lack of consistency in policy is almost inevitable 
in the decisions of a Board whose membership changes and whose 
decisions are (in general) by majority vote. Changes in the composition 
of the Board may be the prelude to changes in the balance of power 
among its members. In addition, members who hold office longest 
might change their opinions with respect to what constitutes wise 
policy. Such changes may be called “intra-agency” changes of power. 

There are also changes in the balance of power among the various 
agencies. These may be called “inter-agency” changes. Thus, the 
Secretary of the Treasury was the dominant figure in the system dur- 
ing the World War. Benjamin Strong, a governor, was for years the 
most important man in the system. 

Such a complicated and ever changing set-up might lead one to 

* In practice, the governors of the banks. The executive committee is made up 
of the governors of the five large eastern Reserve banks. 
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assume a priori that consistency will not be found in Federal Reserve 
policy.? Many writers on central banking policy, however, have as- 
sumed this part of their problem to be solved. They are wont to as- 
sume that there is a consistent policy underlying central bank action. 
Their problem, then, becomes a search for the policy—which is as- 
sumed to exist. It is not odd, therefore, to find that they often discover 
such a consistent policy. Incidentally, their findings are surprisingly 
similar to what they themselves think is a desirable policy. Selections 
from a few of the outstanding writers may be presented: 

. . . . the policy of the Federal reserve banks since 1922, has in fact, been 
directed to the ideal of stabilization.’ 

Without the general stabilization of the purchasing power of the dollar, 
which has been carried through since 1922, the world-wide restoration of the 
gold standard would hardly have been possible In the economic re- 
construction of the world, which has made such wonderful progress since 
1922, the Federal Reserve system has had a very prominent share 
is a very natural conclusion that the maintenance of the said stabilization 
of prices should in the future, as hitherto, be the aim of the banking policy 
of the United States.‘ 

In practice the Federal Reserve Board often ignores the proportion of its 
gold reserve to its liabilities and is influenced in determining its discount 
policy, by the object of maintaining stability in prices, trade and employ- 
ment.s 

In illuminating contrast to these writings are the statements on the 
same matter by the Reserve officials. Officials of all ranks and grades 
may be cited: 

Let me say right here—and let me say it dogmatically, in order to be 
brief—that I think that the whole of this paragraph [paragraph / of the 
Strong Stabilization Bill] proceeds upon two assumptions; and I use the 
word “assumptions” advisedly. One of those assumptions is that changes 
in the level of prices are caused by changes in the volume of credit and cur- 
rency; the other is that changes in the volume of credit and currency are 

To be sure, a person or even an agency may have a reasonably consistent long- 
run policy; but unless the deciding power is continually in his/its hands, the system’s 
policy need not be consistent. 

3R. G. Hawtrey, Currency and Credit (New York, 1928), p. 270. Cf. his The 
Gold Standard in Theory and Practice (London, 1927), pp. 107-8. (Stabilization to 
Hawtrey does not necessarily mean stabilization of wholesale prices.) 

4G. Cassel, Post-War Monetary Stabilization (New York, 1928), pp. 82-93- 
(Italics are those of the present writer.) How strange some of these sentences 
sound in 1932! 

SJ. M. Keynes, Monetary Reform (New York, 1924), p. 214. 
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caused by Federal Reserve policy. Neither of those assumptions is true to 
the facts or the realities.® 

I do not regard the price level as and in of itself the test.? 

I do not believe, and never have believed, that any method of fixing the 
general level of commodity prices can be devised which would enable a 
monetary and credit policy by a bank of issue to accomplish that object.* 

My own interpretation is that they have not exercised their power to 
stabilize prices, nor have they the power to stabilize prices.® 

While the Federal Reserve Board will always be mindful of the interde- 
pendence of credit and industry and the influence exerted on prices by the 
volume of credit, the Board nevertheless cannot assume to be an arbiter of 
industry and prices.” 

Entirely apart from the difficult administrative problems that would arise 
in connection with the adoption of the price index as a guide and entirely 
apart from the serious political difficulties which would attend a system of 
credit administration based on prices, there is no reason for believing that the 
results attained would be as satisfactory as can be reached by other means 
economically valid and administratively practicable. No credit system could 
undertake to perform the function of regulating credit by reference to prices 
without failing in the endeavor." 


Since there is rather general agreement upon the direction of central 
bank action to secure stability, it should not be difficult to determine 
whether the actions of the system have been consonant with that goal. 
With infrequent exceptions, monetary theorists agree that, if com- 
modity price stabilization is to be the goal of policy, any tendency of 
prices to rise should be counteracted by increases in the rate and/or 
sales of securities; and any tendency of prices to fall should be counter- 


6 Testimony of A. C. Miller in Stabilisation Hearings before the Commitice on 
Banking and Currency, House of Representatives, Sixty-ninth Congress, First 
Session, on H.R, 7895 (Washington: United States Government Printing Office, 
1927). (Hereafter referred to as Stab. Hear. 1927.) 

? Testimony of A. C. Miller in Stab. Hear., House of Representatives, Seventieth 
Congress, First Session, on H.R. 11,806 (Washington: United States Government 
Printing Office, 1929), p. 355. (Hereafter referred to as Stab. Hear. 1929.) 

®Testimony of Governor Strong in Stab. Hear. 1929, p. 12. Previously, however 
(Stab. Hear. 1927, p. 307), he had testified “I personally think that the administra- 
tion of the Federal Reserve system since the reaction of 1921 has been just as 
nearly directed as reasonably human wisdom could direct it toward that very goal 
[price stabilization].” No effort is made here to reconcile these statements. 

* Testimony of Walter Stewart, Stab. Hear. 1927, p. 307. 

” Sixth Annual Report of the Federal Reserve Board (1919), p. 73- 

™" Tenth Annual Report of the Federal Reserve Board (1923), p. 31. 
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acted by decreases in the rate and/or sales of securities. If, therefore, 
it is observed that rising prices do not always act as a signal to the 
Board to exert pressure, and if falling prices are not always the signal 
for reduced pressure, it may be concluded with some degree of assur- 
ance that commodity price stabilization is not the sole goal of policy— 
or more accurately, perhaps, that the price level is not the guide to 
policy. 

One should exclude from such consideration the early post-war 
period. At that time the low-rate policy, which led to inflation, was 
dictated by circumstances of government finance. The Board was not 
in power and should not be held accountable. For an extended period, 
however, beginning sometime after the Board was in control, there was 
a relatively high degree of stability. Was this high degree of stability 
secured because Reserve policy was guided by the index of prices? If 
one plots the commodity price level, the New York Bank rediscount 
rate, and the Reserve system’s holdings of securities, there are numer- 
ous instances of rising prices which are not marked by rate increases 
or decreases in the holdings of securities. Likewise, falling prices have 
not always been marked by rate reductions and security purchases. 

These conflicts between Reserve bank action and the action which 
would have been dictated by price stabilizationists are sufficiently 
numerous to warrant the conclusion that price stability was not the 
guide of policy. Some of them may be enumerated for the period 
beginning in 1922. Although prices rose throughout 1922, the rate was 
decreased in June. The volume of governments was increased from 
January till May. This increase, however, was before the creation of 
the open-market committee and was not part of system policy. 
Security holdings were increased again from November, 1922, till 
January, 1923. After March, 1923, prices began to fall; but the volume 
of governments continued to be reduced until July. Prices began to 
recover in June, 1924; but a further rate decrease was made in August, 
and security purchases continued until November. Although prices 
had been falling since the beginning of 1926, the rate was increased in 
August, and securities were sold from June until November. In spite 
of the fact that prices had not recovered to anything like their old 
level, the rate was increased three times in 1928, and the holdings of 
governments was decreased rapidly from December, 1927, until 
August, 1928. Security holdings were decreased again from December, 
1928, till May, 1929. Further reductions were made in the volume of 
governments in 1931 in the face of continued price recessions. The last 
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few years have witnessed the development of changes in the volume of 
bills bought as a part of credit policy. The volume was decreased very 
greatly in 1929 in spite of price recessions. Likewise in 1930 the volume 
was decreased in the face of long-continued price declines. The in- 
creases in the rate in 1931 are recent enough to be common knowledge.” 

The mere length of this list of exceptions to a price-stabilization 
policy is sufficient evidence that it was not the goal of Federal Reserve 
policy. If prices were in fact relatively stable during most of this 
period, it was in spite of and not because of the credit policy of the 
system. 

Both the statements and the actions of Reserve officials, then, indi- 
cate that Reserve policy was not a relentless quest for commodity 
price stabilization. 

Yet, as has been shown, writers in monetary theory have declared 
this to be the case. Why? Several reasons may be advanced. First, a 
relative degree of stability obtained in fact between 1922 and 1929. 
Without an analysis of details, therefore, it may be easy to assume that 
Reserve policy was designed with stabilization as the goal. Second, 
although Reserve officials generally refused to accept the responsibility 
for price stabilization, some of them have stated that price stabiliza- 
tion would result from wise policy. The distinction is a nice one. Such 
officials say that without paying particular attention to prices either 
as a guide or goal of policy, stable prices will result as an incidental 
feature of proper policy. Third, occasional statements of Reserve of- 
ficials give some warrant for the opinion that stabilization is the objec- 
tive of Reserve policy.“ Fourth, a general motive for statements con- 
trary to fact may be given. This motive lies in the generalization 
that the truth of a matter and its social utility are entirely separate 
matters. It is conceivable, therefore, that when ardent advocates al- 
lege that stabilization has been the goal of policy, they are not present- 
ing an objective fact, but are making statements which they think 
will be socially useful. If, for example, through flattery in the form of 
such statements, such advocates could cajole the Board into adopting 
stabilization as the goal of policy, their object would be attained. Such 
statements, though they have no scientific validity, may be excellent 


= The wholesale price index has been used in this comparison. Although the 
record is improved somewhat when one uses Carl Snyder’s index of the general price 
level, there are significant exceptions to a policy of stabilization based on that index. 
These exceptions are concentrated in the early and late years of the period. 


3 See footnote 8 above. 
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propaganda for a cause. The events of 1929-31 would seem to indicate 
that their failure as instruments of propaganda was as complete as was 
their inaccuracy as statements of fact. Finally, there might be sug- 
gested the assumption stated in the preliminary paragraph of this 
note; viz., that students of monetary theory have been prone to as- 
sume that some policy related to matters of high principle has been 
followed. 

An analysis of other objectives leads to the same conclusion; they 
have not been the consistent objective or guide of policy. Thus, it has 
been alleged that the easy-money policy of 1924 was designed to aid 
the restoration of the gold standard abroad. But has not the restrictive 
policy of the past few years forced the countries off the gold standard 
again? 

Yet another alleged objective has been the control over the uses of 
credit. On this matter the literature of the system is full of contradic- 
tory statements. Usually it is stated that there is control only over the 
volume of credit and not at all over the uses to which it is put. Yet the 
restrictive action of 1929 was designed to prevent the diversion of funds 
into speculation. 

Indeed, although the Reserve officials have recognized the wisdom 
of the adoption of a long-run policy, they also state that they have not 
adopted any such policy. A few excerpts from the statements of the 
Reserve officials will serve to demonstrate this fact. At a conference 
of bankers in Washington on January 6, 1920, W. P. G. Harding, 
Governor of the Board, stated that the existing situation was abnormal 
and one of readjustment. Then he added :*4 

The process is one which will require time and patience. But we can 
formulate our policies now. We must have a definite policy. 


On April 21, 1926, A. C. Miller, a member of the Board, reviewed the 
post-war period and stated :*5 

As I look back upon the period following closely upon the termination of 
the war, for about three years, the banking system of this country .... 
was a good deal like a ship at sea without adequate equipment of rudder and 
compass to guide it. 
But Miller promised a new era of purposeful action :*® 

The Federal Reserve system must always, if it is alive to its responsibility, 

%4 Federal Reserve Bulletin, VI (February, 1920), 117. The italics in all the follow- 
ing statements are those of the present writer. 

Ss Stab. Hear. 1927, p. 696. 6 Tbid., p. 707. 
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assume an attitude toward the market. It can never be indifferent. The 
worst thing that can happen is to drift. If it drifts, sooner or later trouble 
will befall When the system is inactive, its inaction must be purpose- 
ful; it must never be due to inadvertence or indifference. 

This is a very promising statement; but at the next Congressional hear- 
ing on stabilization, Miller testified :*” 

It is my opinion that the Federal Reserve mind at the present time is 
more perplexed than it has been at any time since the troublesome period 
of 1920-21. 

Unfortunately, some malicious pirate must have stolen the compass 
again late in the twenties. For on January 23, 1931, Miller testified 
as follows: 

It was my opinion, expressed several times in discussions at Federal 
Reserve meetings, in the opening month of the year 1920, that the Federal 
Reserve system was drifting; that it was in the midst of a perilous situation 
without a policy. 


Since those at the helm are without rudder and compass, it is small 
wonder that the rest of us are waiting for ships that never come in. 


Il. THE CONFLICT OF 1629 BETWEEN THE FEDERAL RESERVE BOARD 
AND THE FEDERAL RESERVE BANK OF NEW YORK 

On December 4, 1929, the English economist, Professor T. E. 
Gregory, in the last of a series of lectures on “The Practical Working 
of the Federal Reserve Banking System of the United States,’"” asked 
the following question: ‘‘What are the instrumentalities through which 
or through whom policy is expressed?” He answered: “That is very 
largely, to my mind, a question of what happens to be the balance of 
power inside the Federal Reserve system at a particular moment of 
time.” There have been some significant changes in this balance of 
power. Some of these form a significant background for the recent 
conflict between the Federal Reserve Board and the Federal Reserve 
Bank of New York. 

” Siab. Hear. 1929, pp. 162-63. 

*8 Operation of the National and Federal Reserve Banking Systems. Hearings before 
a subcommittee of the Committee on Banking and Currency, United States Senate, 
Seventy-first Congress, Third Session, pursuant to Senate Resolution 71 (Washing- 
ton: United States Government Printing Office, 1931), p. 143. Miller also stated 
that there “‘was some drifting” with respect to operations in 1924. Cf. Jbid., p. 131. 

*® The lectures were printed in the Journal of the Institute of Bankers (London) 
in 1930. Citation is made from a reprint. 

* Reprint, p. 52. 
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The period of the participation of the United States in the war 
witnessed a great decline in the prestige of the Board. Policy was dic- 
tated by the Secretary of the Treasury (who was, however, a member 
of the Board).* Yet the Board was helpless by reason of the Overman 
Act.” During this period, however, the New York Bank was very 
influential. As the largest agent for the sale of war bonds, it acquired 
great prestige. Further, the governorship of Benjamin Strong greatly 
aided the power of the Bank.* 

Foreigners had reason to conclude that for many of their purposes 
the New York Bank was identical with the Reserve system. The ar- 
rangements for the British contingent loan of 1925 were negotiated by 
Montagu Norman and Benjamin Strong. The agreement was con- 
cluded by the New York Bank directly with the Bank of England.* 
Likewise, foreign central bankers conferred directly with the New York 
Bank and only incidentally and informally with the members of the 
Board.*s The reaction of some of the members of the Board to these 
experiences may be stated in the language of Mr. A. C. Miller, a mem- 
ber. He called the last occurrence “a rather sorry and shabby epi- 
sode.”’6 

Some efforts were made by the Board to increase its power over the 


Cf. H. P. Willis, The Federal Reserve System (New York, 1923), pp. 1210, 1223, 
1285, and passim. 

22 40 U.S. Stat. at Large, 556. “For the national security and defense, for the 
successful prosecution of the war... . etc.,.... the President is hereby author- 
ized to make such redistribution of functions among executive agencies as he may 
deem necessary, including any functions, duties and powers hitherto by law con- 
ferred upon any executive department, commission, bureau, agency, office, or 
Officer. .... ” Had the Board refused to yield to the Treasury, it would have faced 
the possibility of a transfer of its powers to that department. 

#3 It should not be forgotten that the salaries of at least two officers in the New 
York Bank are $50,000. The average salary of the other thirty-four officers was 
$13,505 in 1930. (Annual Report, Federal Reserve Board [1930], p. 289.) This com- 
pares with $12,000 for members of the Board. Yet the New York Bank has difficulty 
in retaining competent men. 

™ Stab. Hear. 1927, p. 512. The loan did have the approval of the Board. 

5 Oper. of the Natl. and Fed. Res. Bank. Sys. Hear. (1931), p. 160. 

*%6 Ibid. “That was a rather sorry and shabby episode. On the other hand, if 
the Federal Reserve Board had taken a position at that time, as it was its power and 
duty to do, on the matter which was the occasion of the visit to which you have 
referred, I think the contact, brief and informal though it was, would have sufficed 
to leave the visiting central bankers in no doubt where the ultimate responsibility 
and source of power in the matters which brought them to the United States 
resides—in the Federal Reserve system.” 
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Reserve banks. It appointed “‘strong men”’ as class “‘C” directors of 
the Reserve banks with the hope that they would extend Board con- 
trol.7 Thus Owen D. Young was changed from a class ““B’”’ director 
(elected by the member banks) to a class “C” director (appointed by 
the Board). According to Morgenstern, this effort to expand its power 
was not successful. He states:* 

An utterly unexpected development . . . . was that the agents, appointed 
by the Board, and intended as representatives of the Board to exert a friend- 
ly opposition to the particular bank over which they presided, began gradu- 
ally to veer about and no longer to regard themselves as delegates of the 
central board at Washington. These agents began, instead, to regard them- 
selves as members of the several district banks and to appropriate to them- 
selves, together with the governor, all functions pertaining to the bank. Nay 
more, they actually began to set themselves in opposition to the Board. 


Another Board effort to increase its power was more successful. 
This was the subordination of the open-market policy conference to 
the Board.” 

One of the most important recent issues concerning the balance of 
power has been that concerning the rate of rediscount established at 
the Reserve banks. The Federal Reserve Act states that the banks 
shall “establish” rates subject to “review and determination” by the 
Federal Reserve Board.** However one may wish to interpret this 
phraseology, a member of the Board (Mr. A. C. Miller) testified in 1926 
that “Most of the changes in the discount policy of the Federal Reserve 
system have emanated from the Federal Reserve Board.’’* In 1919, 
A. C. King, Acting Attorney General, advised the Board in a letter 
(dated December 9g) that “‘the Federal Reserve Board is the ultimate 
authority in regard to rediscount rates to be charged by the several 
Federal Reserve banks and may prescribe such rates.’’# 

* Of the nine directors of each bank, three (the class “‘C” directors) are ap- 
pointed by the Board. These include the Federal Reserve agent. 

* Harvard Business Review, IX, 4. 

* Compare Stab. Hear. 1927, pp. 308 ef seg., with Oper. of the Natl. and Fed. Res. 
Bank. Sys. Hear. (1931), p. 158. This opinion of the writer agrees with that of 
Professor Gregory. Op. cit., pp. 52-53- 

% 38 Stat. at Large, 264-65. (Federal Reserve Act, Sec. 14 [d].) 

# Stab. Hear. 1927, p. 640. 

3 Opinions of the Attorney General, XXXII (1919), 81-84. King’s argument was 
based on the following sections of the Act: 

1. Sec. 11 (fj) (38 U.S. Stat. at Large, 261-62), which empowered the Board “‘to 
exercise general supervision over said Federal Reserve banks.” 

2. Sec. 11 (a) (ibid.), which empowered the Board “‘to examine .. . . the ac- 
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The following two cases will serve as an immediate background for 
the conflict of 1929 between the Board and the New York Bank. On 
September 22, 1925, the Boston Bank “established” a higher rate. The 
“recommendation” was tabled by the Board until November 10, at 
which time the higher rate was “reviewed and determined.’’8 In 1927 
the Chicago Bank did not wish to “establish” a lower rate; but the 
lower rate became operative when it was “reviewed [sic/] and de- 
termined”’ by the Board. 

In 1929 the growth of the speculative boom caused concern on the 
part of both the New York Bank and the Board. The former desired to 
exercise control through rate increases; the latter wished to rely upon 
direct action and warnings.’5 On October 5, 1928, the Board had re- 
quested all Reserve banks to give reasons for any suggested rate 
changes. All Reserve banks complied with this request, except the 
Federal Reserve Bank of New York.* On February 2, 1929, the Board 
sent a letter to all Federal Reserve banks;3’ and on February 7 it is- 
sued a warning designed to accomplish liquidation (presumably of the 
stock market—see the testimony of C. S. Hamlin in Operation of the 
National and Federal Reserve Banking System Hearings [1931], p. 174). 


counts, books and affairs of each Federal Reserve bank . . . . and to require such 
statements and reports as it may deem necessary.” 

3. Sec. 12 (ibid., p. 263), which created the Federal Advisory Council and 
designated its powers. 

The opinion continues: ‘The legislative history of the act shows that as original- 
ly drawn section 14, subsection (d), conferred the power upon the Federal Reserve 
banks to make discount rates ‘subject to review’ by the Federal Reserve Board, 
and that said section was amended in committee by adding the words ‘and deter- 
mination’ after the word ‘review,’ so as to make said section read as now enacted. 

“... I think it is quite clear that the Federal Reserve Board is the ultimate 
authority in regard to rediscount rates to be charged by the several Federal Reserve 
banks and may prescribe such rates.” 

33 Stab. Hear. 1927, pp. 640-41. 

4 Stab. Hear. 1928, pp. 400-401. 

38 Oper. of the Natl. and Fed. Res. Bank. Sys. Hear. (1931), p. 174. Although the 
Board had stated repeatedly that it could not control the uses of credit, it tried to 
curb the “seepage” (Miller’s term) of funds into the stock market—and yet tried 
not to discourage “productive” credit. 

% Ibid., p. 172. Between February 14 and May 23, 1929, the New York Bank 
applied for an increase ten times; but not until April 9 did Governor Harrison send 
the Board an official statement of the reasons for the desired increase. 


37 The letter is reprinted, Jbid., pp. 142-43. 
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The New York Bank did not co-operate with the Board in the use of 
direct action and warnings.* 

On February 14, 1929, the New York Bank voted to increase its rate 
to 6 per cent. Governor Harrison, of the Bank, telephoned the Board 
for approval (i.e., “review and determination’’) of the increase.** The 
Board decided that the proposal for an increase involved a national 
question which required study. (One might wonder if the Board had 
not studied the matter previously. In 1927, Miller had testified that 
the Board members “are considering these things continuously, with- 
out interruption.” [Stab. Hear. 1927, p. 640.]) Consequently, they 
voted to take the application under review for consideration. When 
Governor Young, of the Board, advised Harrison of this decision, the 
latter stated that the directors of the New York Bank had voted that 
the Board should decide the matter immediately ; and that the directors 
could not leave until the issue had been decided. The Board viewed 
this imposition of an immediate decision as an unwarranted dictation 
of policy by the Bank to the Board. The vote® of the Board was 
unanimous against the increase. According to C. S. Hamlin, a member, 
the vote was unanimous because some members who favored the rate 
change refused to accept the imposition of the condition by the Bank.# 

It would appear from this that general credit policy and its effects 
upon economic conditions were made secondary to a rivalry between 
two elements of the administrative machinery. The writer does not 
wish to create the impression that he is of the opinion that the failure 
to raise rates was unwise policy. Quite the contrary! But what he 
does wish to point out is that rivalry, jealousy, accidental (or inten- 
tional) absences of Reserve officials from meetings,” etc., may be more 
important in conditioning policy than are matters of “high principle.” 
And certainly they are more important than is sometimes stated. As 

¥ Tbid., pp. 55-56. 9 Ibid., pp. 142-43. 

“ The vote was taken immediately. In other words, the Bank did dictate the 
time of the vote—yet that is precisely the heart of the objection of the Board! The 
latter might have avoided any acceptance of dictation by voting down a motion 


to consider the application immediately. Instead, it censured the Bank with an 
adverse vote. 

* Op. cit., p. 172. Testimony of C. S. Hamlin: “On that first application, the 
Board was unanimous in rejecting it. I want to add in fairness to my associates 
that some who favored the application for increase, agreed that the condition im- 
posed of an immediate decision could not be accepted by the Board, and therefore 
joined in a unanimous rejection of the application.” 

* Ibid., p. 214; and Stab. Hear. 1927, p. 641. 
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long as conditions such as this prevail, one is on treacherous ground 
when he reads into Reserve actions certain principles of monetary 
theory—however wise they may be per se. 

It would appear, further, that the present dominant power within 
the Reserve system is the Federal Reserve Board. This means that 
our banking system is operating much like a central bank. One might 
favor such a system on general principles and yet regret (because of 
the personalities involved) that the change came when it did. For ex- 
ample, statements by officials of the Reserve banks favoring an ex- 
pansion of credit to stimulate revival lose much of their weight when 
not they but the Federal Reserve Board is in control. On the other 
hand, Mr. A. C. Miller, who seems to be the dominant figure in the 
Board, has stated that he is opposed to open-market operations—the 
only effective method of stimulating revival from a severe depression— 
except as a “surgical operation.’ Even through 1931 he was not of 
the opinion that such a “surgical operation” was necessary. 


ADDENDUM 


Since these notes were written, further hearings have been held on 
Federal Reserve policy.“ Only a few of the many statements bearing 
on the matters at hand are extracted. To save space the writer re- 
frains from commenting on them. First, with respect to the absence of 
a consistent policy: 

Governor Harrison: I think that the most that the country should expect 
of the reserve system, in the best interests of the country—is to show, 
through its actions, that it has embarked on a program. 

Mr. Strong: But the public has no confidence, and does not know when 
you are going to change. If you announced a policy, it would have confi- 
dence. 

Governor Harrison: The system is announcing a policy through ac- 
Be cies 

Mr. Strong: I can not understand why, if he announced a policy that 
would be circulated throughout the country, that it would help you, rather 
than taking a vacillating policy of ““We do not know what we are going to 
do.’’4s 

4“ Oper. of the Natl. and Fed. Res. Bank. Sys. Hear. (1931), p. 150. 

4 Stabilisation of Commodity Prices, Hearings before the Sub-committee of the Com- 
mittee on Banking and Currency, House of Representatives, Seventy-second Con- 
gress, First Session, on H.R. 10517 (Washington: United States Government Print- 
ing Office, 1932). 

48 Ibid., p. 479. 
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Governor Harrison: ....1 fear that it is always difficult, if not unwise, 
for the reserve system in advance to say what its policies are going to be, 
because there are so many situations which develop which may force us to 
change our policy perhaps overnight. 

Mr. Goldsborough: You understand how difficult it makes it for business, 
do you not? 

Governor Harrison: Yes; I agree to that.“ 

Second, with respect to the differences between the Federal Reserve 
Board and other agencies: 

Mr. Go's borough: The members of this subcommittee know that they 
have, certainly, for a year past, urged the Federal Reserve system to not wait 
until it was too late to adopt this vigorous policy, not to wait until the liqui- 
dation took place. 

Governor Harrison: You would have had my support. 

Mr. Goldsborough: We know that. 

Governor Harrison: In fact, one of the provisions in the Glass-Steagall 
bill was recommended by the unanimous vote of the governors conference 
at least a year and a half ago. 

Mr. Goldsborough: But we certainly did not get support from the Federal 
Reserve Board. ... . a7 

Governor Harrison: Of course, you know, Mr. Congressman, that up until 
the end of February we did not have capacity to do what you wanted us to 
do. Now, then, if you have any criticism of us, I think it is since the first of 
March— 

Mr. Goldsborough: I do not think that is hardly fair, Governor, for this 
reason: That the Federal Reserve Board were urged to help Congress pass 
such legislation long before last February. As a matter of fact, there is the 
bill I introduced in January, H. R. 8026, the bill which I think you are talk- 
ing about— 

Governor Harrison: I do not think that you would ever have had any re- 
sistance from me on that bill, if I correctly remember which bill it is. 

Mr. Goldsborough: I do not either. I want you to understand that I am 
not talking about you. 

Mr. Busby: If I gather the meaning of what you said a minute ago, it is 
that the Federal Reserve Board does not see the necessity for additional 
legislation at the present time. I do not ask you to speak for the board. 

Governor Harrison: No; I would rather not.# 

Kar R. Bopp 
UNIVERSITY OF MIssouRI 


 Tbid., p. 485. “7 Ibid., p. 487. # Ibid., p. 493. 
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The Course and Phases of the World Economic Depression: Re- 
port Presented to the Assembly of the League of Nations. Pre- 
pared by Berti OnLIN. Geneva: Secretariat of the League 


of Nations, 1931. Pp. 337. 

This Report was prepared by Professor Bertil Ohlin, of Stockholm 
University, under the auspices of the Economic and Financial Organ- 
ization of the League in conformity with a resolution of the Assembly 
on October 2, 1930, calling for a study of the course and phases of the 
world-depression, and suggesting that in making the study contact 
should be made with councils or research institutions in the various 
countries. Meetings of experts representing fifteen nations were held 
in March and July, 1931. Memoranda were submitted at these meet- 
ings by the institutes of thirteen nations. 

The circumstances under which the Report was written insure, in 
large measure, a freedom from one-sided interpretation of controversial 
matters and make of it a tolerable approach to what may be considered 
a consensus of opinion among specialists from numerous countries with 
different points of view. Such a volume has its advantages, but also 
its limitations. On many points the reviewer feels sure that Professor 
Ohlin would have spoken with more definiteness had he not felt it 
necessary to present a document which could command the substan- 
tial assent of economists holding different, if, indeed, not opposing, 
views. The report brings together an immense amount of data bearing 
on the world-depression, together with a minimum of interpretation, 
competently and thoroughly done. It should help to crystallize opinion 
with respect to the forces that have prolonged and intensified the cur- 
rent world-depression. 

The first chapter reviews the post-war economic development prior 
to the present depression. Europe had reached its pre-war level of pro- 
duction by 1925 and its pre-war level of international trade by 1929. 
There had been an exceptionally rapid increase in production and trade 
from 1925 to 1929. This had been especially noticeable in the heavy 
industries. Certain industries, such as coal, textiles, boots, and shoes, 
had experienced stagnation. 
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Profound changes in consumer demand had grown out of the un- 
precedented increase in real income consequent upon the increase in 
production activity. Moreover, the incomes of the masses had in- 
creased beyond the pre-war level as a result of the expanded scope of 
social-insurance measures, the changed age distribution with the conse- 
quent decrease of dependent children, and the increased entrance of 
women into gainful employment. These higher incomes of the masses 
caused an unprecedented shift from primary necessities to luxury goods 
of all sorts. Diet shifted from cereals to meat, fruits, dairy products, 
sugar, cocoa, and canned products. Motor cars, radios, cinemas, 
articles for sport, electrical appliances, suggest the range and scope 
of these new luxury demands. 

Important shifts had also taken place in financial conditions. The 
demand for short-term banking credit was reduced, owing to a curtail- 
ment of inventories. On the other hand, the demand for long-term 
credit had increased, owing to the rationalization movement, large 
government borrowing, and the stupendous program of road-building. 
Debtor and creditor relations between nations had profoundly changed, 
notably with respect to Germany and the United States. In place of 
one international financial center as before the war, there were now 
three centers—London, New York, and Paris—with no adequate co- 
operation between them. International borrowings were heavily of a 
short-term character. Australia and South America occupied an un- 
stable situation in consequence of the exceptionally heavy imports of 
capital which might suddenly dry up, and the post-war disequilibrium 
in the markets for raw materials. 

In chapter ii are described important structural changes which un- 
fortunately had not reached a normal adjustment when the world- 
depression came. The concurrence of these structural maladjustments 
with the cyclical depression suggests a partial explanation of the 
severity and duration of the depression. Structural maladjustments 
had developed in certain crude food industries. While wheat produc- 
tion had increased only 1o per cent and population 13 per cent, yet 
the decline in the demand for cereals had caused an overproduction in 
relation to demand. Had it not been for the revolutionary changes in 
agricultural techniques, production would have adjusted itself more 
easily to the changes in demand. Russian exports were also a factor. 
Moreover, wheat pools and governmental efforts to hold up prices 
obstructed the normal adjustment of production to consumption. 
Stocks of wheat in 1929 were double the normal amount. Similar de- 
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long as conditions such as this prevail, one is on treacherous ground 
when he reads into Reserve actions certain principles of monetary 
theory—however wise they may be per se. 

It would appear, further, that the present dominant power within 
the Reserve system is the Federal Reserve Board. This means that 
our banking system is operating much like a central bank. One might 
favor such a system on general principles and yet regret (because of 
the personalities involved) that the change came when it did. For ex- 
ample, statements by officials of the Reserve banks favoring an ex- 
pansion of credit to stimulate revival lose much of their weight when 
not they but the Federal Reserve Board is in control. On the other 
hand, Mr. A. C. Miller, who seems to be the dominant figure in the 
Board, has stated that he is opposed to open-market operations—the 
only effective method of stimulating revival from a severe depression- 
except as a “surgical operation.’’* Even through 1931 he was not of 
the opinion that such a “surgical operation’’ was necessary. 


ADDENDUM 

Since these notes were written, further hearings have been held on 
Federal Reserve policy. Only a few of the many statements bearing 
on the matters at hand are extracted. To save space the writer re- 
frains from commenting on them. First, with respect to the absence of 
a consistent policy: 

Governor Harrison: I think that the most that the country should expect 
of the reserve system, in the best interests of the country—is to show, 
through its actions, that it has embarked on a program. 

Mr. Strong: But the public has no confidence, and does not know when 
you are going to change. If you announced a policy, it would have confi- 
dence. 

Governor Harrison: The system is announcing a policy through ac- 
Siem... .. 

Mr. Strong: I can not understand why, if he announced a policy that 
would be circulated throughout the country, that it would help you, rather 
than taking a vacillating policy of ‘We do not know what we are going to 
do.’"4s 

4 Oper. of the Natl. and Fed. Res. Bank. Sys. Hear. (1931), p. 150. 

4 Stabilization of Commodity Prices, Hearings before the Sub-committee of the Com 
mittee on Banking and Currency, House of Representatives, Seventy-second Con- 
gress, First Session, on H.R. 10517 (Washington: United States Government Print- 


ing Office, 1932). 


4s Tbid., p. 479. 
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Governor Harrison: ....1 fear that it is always difficult, if not unwise, 
for the reserve system in advance to say what its policies are going to be, 
because there are so many situations which develop which may force us to 
change our policy perhaps overnight. 

Mr. Goldsborough: You understand how difficult it makes it for business, 
do you not? 

Governor Harrison: Yes; I agree to that.” 

Second, with respect to the differences between the Federal Reserve 
Board and other agencies: 

Mr. Goldsborough: The members of this subcommittee know that they 
have, certainly, for a year past, urged the Federal Reserve system to not wait 
until it was too late to adopt this vigorous policy, not to wait until the liqui- 
dation took place. 

Governor Harrison: You would have had my support. 

Mr. Goldsborough: We know that. 

Governor Harrison: In fact, one of the provisions in the Glass-Steagall 
bill was recommended by the unanimous vote of the governors conference 
at least a year and a half ago. 

Mr. Goldsborough: But we certainly did not get support from the Federal 
Reserve Board. .... 47 

Governor Harrison: Of course, you know, Mr. Congressman, that up until 
the end of February we did not have capacity to do what you wanted us to 
do. Now, then, if you have any criticism of us, I think it is since the first of 
March— 

Mr. Goldsborough: I do not think that is hardly fair, Governor, for this 
reason: That the Federal Reserve Board were urged to help Congress pass 
such legislation long before last February. As a matter of fact, there is the 
bill I introduced in January, H. R. 8026, the bill which I think you are talk- 
ing about— 

Governor Harrison: I do not think that you would ever have had any re- 
sistance from me on that bill, if I correctly remember which bill it is. 

Mr. Goldsborough: I do not either. I want you to understand that I am 
not talking about you. 

Mr. Busby: If I gather the meaning of what you said a minute ago, it is 
that the Federal Reserve Board does not see the necessity for additional 
legislation at the present time. I do not ask you to speak for tie board. 

Governor Harrison: No; I would rather not.* 


Kar R. Bopp 


UNIVERSITY OF MISSOURI 


 Tbid., p. 485. 47 Ibid., p. 487. 4 Jbid., p. 493. 
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The Course and Phases of the World Economic Depression: Re- 
port Presented to the Assembly of the League of Nations. Pre- 
pared by Bertit Onin. Geneva: Secretariat of the League 


of Nations, 1931. Pp. 337. 

This Report was prepared by Professor Bertil Ohlin, of Stockholm 
University, under the auspices of the Economic and Financial Organ- 
ization of the League in conformity with a resolution of the Assembly 
on October 2, 1930, calling for a study of the course and phases of the 
world-depression, and suggesting that in making the study contact 
should be made with councils or research institutions in the various 
countries. Meetings of experts representing fifteen nations were held 
in March and July, 1931. Memoranda were submitted at these meet- 
ings by the institutes of thirteen nations. 

The circumstances under which the Report was written insure, in 
large measure, a freedom from one-sided interpretation of controversial 
matters and make of it a tolerable approach to what may be considered 
a consensus of opinion among specialists from numerous countries with 
different points of view. Such a volume has its advantages, but also 
its limitations. On many points the reviewer feels sure that Professor 
Ohlin would have spoken with more definiteness had he not felt it 
necessary to present a document which could command the substan- 
tial assent of economists holding different, if, indeed, not opposing, 
views. The report brings together an immense amount of data bearing 
on the world-depression, together with a minimum of interpretation, 
competently and thoroughly done. It should help to crystallize opinion 
with respect to the forces that have prolonged and intensified the cur- 
rent world-depression. 

The first chapter reviews the post-war economic development prior 
to the present depression. Europe had reached its pre-war level of pro- 
duction by 1925 and its pre-war level of international trade by 1929. 
There had been an exceptionally rapid increase in production and trade 
from 1925 to 1929. This had been especially noticeable in the heavy 
industries. Certain industries, such as coal, textiles, boots, and shoes, 
had experienced stagnation. 
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Profound changes in consumer demand had grown out of the un- 
precedented increase in real income consequent upon the increase in 
production activity. Moreover, the incomes of the masses had in- 
creased beyond the pre-war level as a result of the expanded scope of 
social-insurance measures, the changed age distribution with the conse- 
quent decrease of dependent children, and the increased entrance of 
women into gainful employment. These higher incomes of the masses 
caused an unprecedented shift from primary necessities to luxury goods 
of all sorts. Diet shifted from cereals to meat, fruits, dairy products, 
sugar, cocoa, and canned products. Motor cars, radios, cinemas, 
articles for sport, electrical appliances, suggest the range and scope 
of these new luxury demands. 

Important shifts had also taken place in financial conditions. The 
demand for short-term banking credit was reduced, owing to a curtail- 
ment of inventories. On the other hand, the demand for long-term 
credit had increased, owing to the rationalization movement, large 
government borrowing, and the stupendous program of road-building. 
Debtor and creditor relations between nations had profoundly changed, 
notably with respect to Germany and the United States. In place of 
one international financial center as before the war, there were now 
three centers—London, New York, and Paris—with no adequate co- 
operation between them. International borrowings were heavily of a 
short-term character. Australia and South America occupied an un- 
stable situation in consequence of the exceptionally heavy imports of 
capital which might suddenly dry up, and the post-war disequilibrium 
in the markets for raw materials. 

In chapter ii are described important structural changes which un- 
fortunately had not reached a normal adjustment when the world- 
depression came. The concurrence of these structural maladjustments 
with the cyclical depression suggests a partial explanation of the 
severity and duration of the depression. Structural maladjustments 
had developed in certain crude food industries. While wheat produc- 
tion had increased only 10 per cent and population 13 per cent, yet 
the decline in the demand for cereals had caused an overproduction in 
relation to demand. Had it not been for the revolutionary changes in 
agricultural techniques, production would have adjusted itself more 
easily to the changes in demand. Russian exports were also a factor. 
Moreover, wheat pools and governmental efforts to hold up prices 
obstructed the normal adjustment of production to consumption. 
Stocks of wheat in 1929 were double the normal amount. Similar de- 
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velopments were evident in sugar and coffee and in certain raw- 
material industries. Overproduction consequent upon monopoly con- 
trol of prices without limitation of production appeared in rubber, 
timber, coffee, and nitrates. 

To the reviewer this whole overproduction argument is not wholly 
convincing. Was there ever a depression in which there were not 
present structural maladjustments, such as those here cited? The ques- 
tion is, to be sure, a matter of degree, but even on that score the facts 
are not clear, as shown in the researches of Carl Snyder. 

Manufacturing industries had in many cases developed excess 
capacity, owing (1) to the partial industrialization of new countries 
during the war, (2) the erection of new political boundaries, (3) tariff 
increases, (4) the rationalization movement, and (5) monopoly control 
of prices. Excess capacity was especially evident in cotton textiles, 
engineering, and shipbuilding. 

Maladjustments had, moreover, developed in the internal price 
structure. The prices of raw materials, notably agricultural products, 
were low in relation to the prices of manufactured goods. The causes 
alleged by the author are a heavier burden of taxes and higher wage- 
rates in manufacturing them in agriculture. In the opinion of the re- 
viewer the reasoning at this point is subject to serious questioning. In 
the United States, at any rate, taxes have weighted much more heavily 


on agriculture than upon industry. And as for wage-rates, I should say 
that agricultural wages have been low because farm prices have been 


low, not vice versa. 

The downward trend of world-prices is not considered to have been 
sufficiently serious, up to 1929, to have placed a heavy hand on indus- 
try, except possibly for certain countries like Great Britain. The con- 
tinual tendency toward a maldistribution of gold is held to be due to 
the abnormal conditions under which the gold standard operated. 
Credit in the United States and France did not expand in proportion 
to the gold imports. Thus a check to further gold imports did not 
operate. Moreover, the new and higher tariff barriers impeded the 
reversal of the gold movements. 

In chapter iii, business-cycle tendencies in the last decade are dis- 
cussed. As before the war, only the major post-war depressions, of 
1920 and 1929, were world wide in character. As in the seventies and 
nineties, the depression of 1929 came in a period in which structural 
changes had made conditions extremely unstable. 

In chapter iv, certain phases of the current depression are reviewed. 
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The boom preceding the crash of 1929 is characterized as an invest- 
ment and luxury-consumption boom. The stock market began to de- 
cline in most countries in the beginning of 1929. Manufacturing fell off 
in the middle of the year in the United States and Germany, and 
earlier in some countries. International trade fell off drastically in the 
fourth quarter. 

The countries affected in 1929 were (1) the United States and 
Germany; manufacturing countries which had experienced an invest- 
ment boom; (2) countries producing vegetable food crops and other 
raw materials such as Australia, Argentina, Brazil, Canada, Hungary, 
the Balkan countries, etc. Great Britain and Japan, being sensitive to 
the depression elsewhere, were next dragged in. France and the Scandi- 
navian countries showed the greatest power of resistance. Many low- 
tariff countries—Holland, Belgium, and the Scandinavian countries— 
were least affected. In general, the more varied the economic life of a 
country, the greater its power of resistance. France and Belgium, with 
wages and prices low relative to the rest of the world, were but little 
affected. 

What part stringency in the credit conditions played is held to be 
impossible to judge. Had there been no speculative boom in the New 
York Stock Exchange and no money stringency, it is held that the 
recession would nevertheless have taken place at approximately the 
same time, though probably with a less violent reversal in business 
trends. 

A description and an analysis of the depression are presented in 
chapter v. Unlike industrial production, agricultural production in- 
creased in the depression. Farmers sought to offset the lower prices by 
larger volume. Agricultural tariffs in Europe increased the acreage. 
Russian exports aggravated the situation, as did also the large carry- 
over from previous years. The output of non-agricultural raw ma- 
terials declined greatly but stocks increased. 

Similarly stocks of producers’ goods increased, but those of finished 
consumption goods decreased. The consumption of animal foods, vege- 
tables, and fruits continued upward in Central and Eastern Europe, 
but at a slower rate of increase. The consumption of beer, wines, 
spirits, and tobacco was greatly reduced in 1931, except in Holland 
and Sweden. The volume of retail trade had apparently not declined 
in the United Kingdom and only slightly in Germany and the United 


States. Luxury articles did, however, suffer a decline. 
The price decline of vegetable foodstuffs in the world-market was 
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about 50-60 per cent; of minerals and metals about 25-50 per cent; 
and of animal foodstuffs about 25-30 per cent. Textiles fell 50-70 per 
cent. The prices of international goods proved more sensitive to the 
depression than home-market goods, the fall in the former being to the 
fall in the latter in the ratio of 3 to 1. Cartellized goods continued to 
rise in Germany and Belgium until the middle of 1930, while free goods 
declined much earlier. The fall in the prices of raw materials compared 
with the fall in manufactured goods was in the ratio of 3 to 2. Whole- 
sale prices fell more than retail prices. Wage-rates declined in the 
United States and Germany, but in many countries, especially in the 
home-market industries, there were no reductions and even some in- 
creases. Profits fell drastically in the United States and Germany, but 
less in Great Britain, judging by the scattered data available. 

The yield on first-class bonds fell in creditor countries, but rose in 
debtor countries. Short-term debts were not converted into long term 
and new borrowings were largely short term. There was a slight shift 
from sight to time deposits, and in the United States the velocity of 
circulation of demand deposits declined to less than half that of 1929. 
Savings deposits in most countries increased, but the rate of increase 
slowed down. The decline in foreign trade was much greater than in 
any previous depression, owing in part to the violent disturbance of 
international relations, the world-wide character of the depression, 


the drastic decline in foreign lending, and the erection of high tariff 


walls. 

In the year 1930 Europe proved a better market for foreign trade 
than the rest of the world, not being so seriously affected by the fall in 
the prices of foodstuffs and raw materials. Countries exporting mainly 
animal food suffered the least decline in foreign trade; those exporting 
manufactured goods came next, and those exporting mainly vegetable 
foods and raw materials suffered most of all. German quantity exports 
held up better in 1930 than those of the United Kingdom or the United 
States, owing in large part to the fact that three-fourths of German 
exports are with Europe while only one-third of Britain’s trade is with 
the Continent. In 1931, however, trade between manufacturing coun- 
tries fell off even more than trade with non-manufacturing nations. 
Russian exports injured the cereal and raw-products nations, but her 
imports of machinery and the like benefited the manufacturing coun- 
tries. 

Stress is laid upon the movements of international capital. 

The change in the capital market was noticeable in certain countries by 
the middle of 1928 or more than a year before the turn of the business cycle 
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A further contraction would appear to have taken place in the summer of 
1929 and to have been one of the factors which led to the crisis in the autumn 
of the same year [p. 202]. 

The main characteristic of the period extending from the middle of 
1928 to the fall of 1929 was a 

rapid decrease in United States long-term lending abroad and the movement 
of short-term funds to New York, where high money rates prevailed 

In settling annual interest and amortization obligations contracted during 
the preceding period of easy credit a number of borrowing countries were 
obliged to reduce their demand for consumption and capital goods and to 
adjust their trade balance or to export gold. The resultins disturbance in 
price relations and trade movements was one of the main fea.ures which led 
to the world wide crisis in the last quarter of 1929 [p. 214]. 

Chapter vi is devoted exclusively to a summary of the causes of the 
depression and the factors which account for its severity and duration. 
The depression came just when structural maladjustments had made 
the economic situation unstable. Emphasis is put on agricultural over- 
production, the sudden change in international capital movements, the 
surplus capacity in manufacturing, the tariff increases, and special 
conditions in certain countries—for example, India and China. Con- 
siderable attention is devoted in this chapter to monetary factors and 
the decline in the wholesale price level. This analysis runs largely in 
terms of Keynes’s Treatise on Money. Investment fell below saving and 
so prices fell. Once started there followed hoarding and the “buyer’s 
strike.’”” Money was held idle on short term rather than invested in 
bonds. Time deposits increased relative to demand deposits. Capital- 
ists were unwilling to lend, many being uncertain of the future. Invest- 
ment had reached the saturation point in some countries. The decline 
in the rate of investment was the direct cause of the fall in prices. 

With respect to monetary causes the really important question is 
held to be: Could monetary policies have prevented the decline in in- 
vestment? Was the failure of the banking system to stimulate invest- 
ment by means of a liberal credit policy due to an insufficient gold 
supply or to maldistribution of gold? The gold movements, it is 
affirmed, clearly limited the freedom of action of banks with little 
excess of gold. And the “gold situation and the limits it has imposed 
on credit policy is only an expression of the fundamental factors which 
govern the balance of payments” (p. 229). It is granted, however, that 
in the opinion of some writers the strain would have been less serious 
had the gold supply been larger. 

The normal working of the gold standard requires a smooth flow 
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from country to country of goods, services, and securities. These con- 
ditions, it is pointed out, were not present. The abnormal movements 
of gold are attributed to the flight of capital from weak currencies, the 
New York Stock Market boom, and the high tariffs. 

To the inflexibility of the modern economic system is attributed, in 
part, the difficulty of readjustment and the prolongation of the depres- 
sion. The large proportion of fixed capital, labor immobility, fixed 
wage-rates, cartellized prices, inflexible tax burdens, the failure of long- 
term interest rates to fall, the inflexibleness of retail prices—all these 
make it difficult to reach a sound basis of revival. Yet in other parts of 
the book (pp. 270-73) doubts are raised whether or not rigidity of 
special prices and of wage-rates might not possibly have a stabilizing 
influence. The argument at this point is far from clear and is essential- 
ly inconsistent with the analysis elsewhere. 

In chapter vii a comparison is made with earlier depressions. Pig- 
iron production declined 40 per cent, whereas in pre-war depressions 
the decline had been from 6 to 23 per cent. Textile production de- 
clined 40 per cent, against the pre-war decline of 6-18 per cent. Build- 
ing declined 50 per cent in the United States against a 20 per cent re- 
duction in 1907. Shipbuilding did not decline as much as in previous 
depressions. World-trade declined more than twice as much as in any 
other previous depression. Wholesale prices fell 23 per cent, against 
II per cent in the seventies. 

The comparison with earlier depressions leads to a discussion of 
where to look for signs of improvement. The reduced inventories of 
finished consumers’ goods are hopeful, but inventories of raw ma- 
terials and producers’ goods continue to run high. Lower prices and 
costs are favorable to enlarged consumption and investment. Re- 
duced buying during the depression has increased the desire for durable 
consumers’ goods. As old debts are paid off a further expansion of con- 
sumer credit becomes possible. Technical developments may, as fre- 
quently in the past, lead the way to recovery. By and large, however, 
the outlook is not promising. Inventories have not been sufficiently 
reduced. Conditions are not favorable to increased investment. Capi- 
tal is not flowing to countries that really need new investment. More- 
over, the future trend of prices is uncertain. 

A final chapter is devoted to the situation in the summer of 1931. 
The Austrian bank failure, the withdrawal of short-term credits from 
Germany and London, the gold movements, the decline of foreign 
all these are briefly 





bonds, and the general increase in bank failures 
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reviewed. Production continued to stagnate and unemployment had 
either increased or remained on a high level. The demand for certain 
consumers’ goods such as shoes, cotton textiles, silk, rayon, etc., showed 
improvement. The output of producers’ goods and durable consump- 
tion goods continued to decline. The depression in agriculture con- 
tinued unabated. The tendency of world-trade was still downward. 
Owing to the difficulty of balancing the budget, governments had cur- 
tailed expenditures on public works. There is noted a growing feeling 
that wages must be reduced in view of the drastic fall in prices. 
Financial difficulties have strengthened the belief that commodity 
prices will continue to fall. How to correct this fall is the great prob- 
lem. 

In the arrangement of materials the report leaves much to be de- 
sired. The descriptive content is excellent, however, and the analysis 
is, in the opinion of the reviewer, fundamentally sound and illuminat- 
ing. On some points one could wish for more analysis than is given. 
The formula that the fall in prices is due to a falling-off in investment 
in relation to the volume of saving (following Keynes) after all, in 
large part, merely restates the problem. One could wish for a deeper 
probing into the causes of the drastic downward trend in prices. 

Yet, by and large, the reviewer finds himself in hearty agreement 
with the Report. It is a substantial document presenting a summary 
view of world-development drawn from all the available sources of the 
several countries. And the analysis, while unduly curtailed, rests on a 
firm foundation of good economic theory. 

Atvin H. HANSEN 
UNIVERSITY OF MINNESOTA 


Europe: The World’s Banker 1870-1914. An Account of European 
Foreign Investment and the Connection of World Finance with 
Diplomacy before the War. By HERBERT FeEIs. New Haven: 
Yale University Press, 1930. Pp. xxiii+-469. $5.00. Published 
for the Council on Foreign Relations. 

Previous books bearing on this subject may be divided into some six 
types. First, there are the general discussions of imperialism, like those 
of Moon, Viallate, and J. A. Hobson, which paint on large canvases 
pictures of the process by which modern powers have extended their 
sway over less-developed regions. They generally consider, if not al- 
ways very specifically, the significance of what one gathers to be the 
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potent and often insidious influence of foreign investments on the di- 
plomacy of governments, A second type of book is the monograph or 
case study of the politico-financial history of selected debtor areas. Ex- 
amples are Earle’s Turkey, the Great Powers and the Bagdad Railway, 
Woolf's Empire and Commerce in Africa, Marsh’s The Bankers in 
Bolivia, and the like. Similar to these in some respects is a third class 
which deals with the political aspects of the foreign investments of a 
particular lending country. In this category might be listed consider- 
able portions of broader treatises like B. H. Williams’ The Foreign 
Economic Policies of the United States. Fourth, there are studies of a 
more purely economic sort, which, nevertheless, illumine at important 
points certain problems of the connection between world-finance and 
world-politics. Such are, for example, C. K. Hobson’s The Export of 
Capital and L. H. Jenks’s The Migration of British Capital to 1875. A 
fifth group of books discusses the problem, ‘““How Can the Foreign In- 
vestments of Citizens Be More Effectively Harnessed in the Interests 
of National Political Ambitions?” The most important book of this 
sort, and at the same time one of the earliest of any type to discuss 
systematically the political aspects of international investment, is that 
published in 1907 by Sartorius von Waltershausen, Das volkswirtschajt- 
liche System der Kapitalanlage im Auslande. Finally, we come to the 
sixth class of literature in the field, a class which as yet is to be found 
only in the form of scattered articles contributed to scientific journals. 
It consists of objective, cross-sectional studies based upon detailed 
knowledge of many concrete cases and attempts to arrive inductively 
at an analytical statement of the various ways in which the two threads 
of international politics and international finance have been inter- 
twined. Its materials are historical]; its aim, however, is not historical 
but analytical. Each of the two most valuable contributions of this 
type to date has appeared as a series of articles, one in Germany, the 
other in the United States. The first was by P. Arndt, “‘Wesen und 
Zweck der Kapitalanlage im Ausiande”’ (three articles, Zeitschrift fiir 
Socialwissenschaft, N.F., 111 [1912], 1ff., 99 ff., 173 ff.) and “Neue 
Beitriige zur Frage der Kapitalanlage im Auslande,” (six articles, ibid., 
VI [1915], 159 ff., 215 ff., 297 ff., 377 ff., 445 ff., 532 ff.). The more re- 
cent analysis has been undertaken by Jacob Viner, in ‘‘Political Aspects 
of International Finance,” (two articles, Journal of Business of the 
University of Chicago, 1 [1928], 141-73 and 324-63) and “International 
Finance and Balance of Power Diplomacy, 1880-1914” (Southwestern 
Political and Social Science Quarterly, TX [1929], 1-45). 
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Europe: The World’s Banker 1870-1914 cannot be classified under 
any single one of these six types. Part I contains three chapters on the 
development of British, French, and German foreign investments, re- 
spectively, paying particular attention to their amount, character, and 
geographical distribution and to the operation of the financial machin- 
ery by which they were made. It partakes most nearly of the character 
of those books which we have put in Class IV above. Part II, likewise 
divided into three chapters, one each for Great Britain, France, and 
Germany, analyzes the “Relations between Finance and Government 
in the Lending Countries” and therefore falls into Class III of our 
grouping. The “Studies in Lending and Borrowing” of Part III com- 
prise three-fifths of the entire book and consist of a series of case studies 
of politico-financial episodes connected with the development of par- 
ticular capital-receiving areas. Each of the dozen chapters (‘‘The Fi- 
nancing of Imperial Russia,” “The Financing of Italy by Rival Alli- 
ances,” “The Financing of Persia,” etc.) is a unit by itself; and all, of 
course, are of the type marked out above as Group II. This portion of 
the book may be said to present a series of miniatures of politically sig- 
nificant international capital movements. 

There is a certain unity among these case studies of Part III and 
between them and the studies of lending nations in Parts I and II, 
but it is mainly a unity arising out of the uniformity in method of ap- 
proach and to some extent out of the inferences which the juxtaposition 
of the different studies enables the reader to draw. The author does not 
attempt the Arndt-Viner type of analysis. Nevertheless, in the presen- 
tation of each case study he proceeds on a high plane of scientific ob- 
jectivity, analyzes each concrete situation with balance and insight, 
and avoids the pitfalls of the doctrinaire. We are not taught that the 
insidious machinations of the international financier are always and 
everywhere the cause of diplomatic difficulties centering around for- 
eign investments, but we do find realistic accounts of such influence 
where it has been important. We are not enveloped in the mystical 
haze oftentimes associated with the concept “imperialism,”’ though we 
are led to look political ambitions squarely in the face. Each case is 
studied in its setting, and a multiplicity of interacting influences are 
evaluated. This must continue to be the basis of fruitful scientific ap- 
proach to these problems. 

The book does excellently what it sets out to do. Each chapter— 
each “miniature” if we may apply the metaphor to Parts I and II as 
well as Part III— is exquisitely formed and finely finished. A tre- 
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mendous mass of material has been brought to bear upon each topic, 
the significant has been separated from the insignificant, and the con- 
clusions are presented with consummate skill. The result is at once au- 
thoritative, concise, and eloquent. A deliberate fault-finder might com- 
plain that here or there a significant passage in some document has been 
overlooked or that a particular memoir in the avalanche of post-war 
revelations should have been drawn upon, but no one can contend that 
Feis has constantly neglected important sources or built unsound or 
one-sided accounts upon them. This reviewer has been working for 
several years along lines closely related to the studies here presented by 
Feis, using similar materials and in many cases the same materials, and, 
knowing the nature of these materials, their uneven reliability, their 
huge bulk, and the scattered state in which they are found, his reaction 
to this book is unbounded admiration. Within its self-imposed limita- 
tions the volume is extremely well done and can hardly be too highly 
praised. 

What those limitations are has already been partially indicated. The 
book is a series of historical monographs on particular concrete situa- 
tions which illustrate a very vital problem of economics and politics, 
namely, the mutual interaction of foreign investments and foreign 
policies. It does not pretend to present an analysis which, cutting 
across all these particular instances, might attempt to draw general 
conclusions as to the processes at work in all or most of them, the condi- 
tions which bring about international difficulties involving foreign in- 
vestments, and the direction in which a reduction of the political fric- 
tions that often manifest themselves in connection with capital move- 
ments might be sought. We need detailed studies of processes—exactly 
how and why foreign offices may influence investments, how investors 
may influence foreign offices, what rédle the press may play, and why 
certain investments seem to have violent repercussions in international 
relations while others do not. The answers to such questions can be 
given by the scientific student of international economics and politics 
only after acute comparative study of carefully investigated concrete 
cases. Feis’s book is the best contribution thus far toward the accumu- 
lation of accurate case material on which such future generalizing must 


be based. 
EUGENE STALEY 


UNIVERSITY OF CHICAGO 
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The Introduction of Farm Machinery in Its Relation to the Pro- 
ductivily of Labor in the Agriculture of the United States during 
the Nineteenth Century. By Leo Rocin. “University of Cali- 
fornia Publications in Economics,” Vol. IX. Berkeley: Uni- 
versity of California Press, 1931. Pp. ix+260. $3.50. 

The productivity of labor in agriculture during the nineteenth cen- 
tury was doubtless increased by the use of improved farm machinery. 
To measure this increase in terms of the time and labor force saved by 
each of the many implements invented to aid the farmer in one or an- 
other phase of his work would have been too large a subject for a 
monograph. Mr. Rogin has elected to confine his study of this general] 
topic to the machinery employed in soil tillage, and in cultivating, 
harvesting, and threshing wheat. 

By means of data assembled from government reports, agricultural 
journals, and wheat-growers’ account-books, he makes clear that in 
any one year there was a wide variation in the man-hour requirements 
for producing an acre of wheat with the same machinery in different 
parts of the United States. Because the methods employed were as 
dissimilar as the soil and climate of the country’s wheat areas, it is al- 
most meaningless to describe the general practice of a single harvest 
by the term “‘by hand” or “by machine.” Farmers were slow to adopt 
a new implement, and its use did not effect the same saving of time and 
labor everywhere in the United States. Crop-production methods, un- 
like those of the factory, cannot be standardized and controlled. A 
wide degree of error results from estimating, on the basis of a few 
sample records of one season, either the total time-labor cost of raising 
the wheat crop of the country or the average man-hour saving of one 
mode of procedure over another. 

These conclusions are “‘of importance in remedying a fertile source 
of error in the interpretation of American economic history, in general, 
and American agricultural history, in particular.” Failure to take them 
into account, as Mr. Rogin emphasizes in an Appendix, invalidates 
some portions of the article by H. W. Quaintance on “The Influence of 
Farm Machinery on Production and Labor” (American Economic As- 
sociation Publications, V |3d ser., 1904], 791-904). This author ac- 
cepted too implicitly the data published in 1898 by the United States 
Commissioner of Labor in the volumes entitled Hand and Machine 
Labor. Rogin shows that these statistics give a most misleading im- 
pression of the contrast between the normal man-hour requirements 
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for the production of an acre of wheat in the harvests of 1829-30 and 
1895-96. He cheerfully acknowledges that the truth of the matter was 
understood by the author of Bulletin No. 1348 of the United States 
Department of Agriculture for 1925 (not to mention No. 943 for 1921) 
on post-war grain culture, but he has rendered a real service in reap- 
praising the effect of farm machinery upon labor during the nine- 
teenth century. 

With the exception of its last thirty pages, summarized above, this 
study is devoted to a survey of the methods and machines used 
throughout the period for preparing the seed-bed, and for sowing, 
growing, and reaping grain. Over eighty illustrations serve to assist 
the reader through the paragraphs describing the many different imple- 
ments. The objective of the author is not forgotten during the course 
of this lengthy essay, since the relation between the type of tool em- 
ployed and the size and efficiency of the labor force is frequently 
stressed. 

Not a few of Mr. Rogin’s statements relating to the history of 
harvesting machinery are incorrect. In his discussion of the early 
years of the reaper, he has placed too much faith in three narratives 
which were written with the conscious purpose of injuring Cyrus 
McCormick. The publication of the first of these was paid for by 
Obed Hussey, McCormick’s chief rival prior to 1850; the second was 
the work of an unfriendly group within the inventor’s own family; while 
the last was prepared by the Deering Harvester Company when the 
binder “‘war’’ was at its peak. 

Following the misleading material in these accounts, Mr. Rogin 
writes that the question whether McCormick anticipated Hussey in 
the invention of the reaper cannot certainly be answered, and that the 
time when a practical raker’s seat was added to McCormick’s machine 
is a matter of much controversy. The last is the more surprising, be- 
cause in the McCormick Historical Association Library, where Mr. 
Rogin did some of his research, there are documents on file, under date 
of 1845, proving that the successful rakeman’s seat was devised and 
used late in the harvest of that year. In a letter to the commissioner 
of patents in 1848, Hussey conceded priority of invention to his com- 
petitor. The author states that the first reaper of Cyrus McCormick 
was merely an improvement of one previously constructed by his 
father. In fact, the mechanical principles of the two machines were in 
all respects unlike. The picture of the original McCormick reaper, 
shown on page 87 of Mr. Rogin’s study, is of a machine that was never 
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built, except in miniature at the close of the century by the Deering 
Harvester Company for the purpose of ridiculing its rival. 

As a last example of the errors resulting from a reliance upon biased 
source materials, the author makes much of the fact that Cyrus 
McCormick admitted to the commissioner of patents in January, 1848, 
that his reaper was “not of much practical value until the improvement 
of my second patent in 1845.”” Mr. Rogin neglects to add that Hussey 
wrote to the same official one month later that he (Hussey) had been 
working to “give to the world a good Reaping Machine, which I have 
done just at the expiration [1847] of my Patent.” Because each in- 
ventor was then endeavoring to secure an extension of his first patent, 
and realized that success would in a measure depend upon proving a 
small financial return and a continuous effort to better the machine 
during the life of the original monopoly, neither statement should be 
taken at its face value. But to emphasize McCormick’s avowal, while 
omitting Hussey’s to the same effect, throws entirely out of focus the 
author’s picture of the early years of reaper history. 

Misspellings, different spellings of the same proper name (sometimes 
on the same page), occasional scrambled sentences, and inconsistencies 
of footnoting reflect hasty proofreading. The volume is equipped with 
an adequate Index, and a bibliographical list of approximately two 
hundred titles. 


WicuiAM T. HutTcHINsoNn 
UNIVERSITY OF CHICAGO 


The International Institute of Agriculture: An Historical and Crit- 
ical Analysis of Its Organization, Activities and Policies of Ad- 
ministration. By AsHeR Hopson. Berkeley: University of 
California Press, 1931. “University of California Publications 
in International Relations,” Vol. II. Pp. xi+356. $3.50. 

The devious ways of diplomats are factors that must be met with 
no less in the collecting of international economic statistics than in the 
drafting of treaties of a purely political character. To what extent 
the difficulties of diplomatic control and parliamentary organization 
have in one instance affected the labor of collecting and distributing 
international statistics and information is the theme of Dr. Asher 
Hobson’s monograph on the International Institute of Agriculture at 
Rome, Italy. 

Primarily the function of the Institute is the collection and distribu- 
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tion of information relating to agriculture; but by the very nature of 
the case the most important information which it can collect is eco- 
nomic and statistical. Hence its organization is of moment, not simply 
to agriculturalists but to economists in general; and Dr. Hobson has 
done the economic world a real benefit in unveiling, as he has, the diffi- 
culties which have been standing in the way of a successful Institute. 
Actually Dr. Hobson deals with the diplomatic and parliamentary 
aspects only as incidental to his description of the facts of the case. 
But under the surface of the story of cross-currents and misdirected 
energy lies evidence of a fundamental difficulty that must first of all 
be eradicated if the Institute is to make any progress. If any serious 
scientific work is to be undertaken, the fundamental attitude of many 
of the European countries toward the Institute must be changed to 
eliminate its diplomatic and parliamentary character. 

Because it was the first of the great international organizations, the 
Institute had to be fashioned out of whole cloth without any clear 
understanding of what its final work or functions were to be. The 
reasons for its foundation had been clear enough to David Lubin, the 
Polish Jewish emigrant to California, whose burning enthusiasm re- 
fused to recognize the difficulties in the way. As early as 1896 he had 
proposed an international organization where agricultural problems 
were to be discussed,’ but it was not until ten years later that he 
finally found in the King of Italy a sympathetic listener and got a 
practical response. Outside of the general idea of an agricultural 
chamber of commerce Lubin was hazy as to details; but it is clear from 
the material which Dr. Hobson presents that Lubin did have an organ- 
ization in mind for discussion. 

When the King of Italy called a diplomatic congress in 1905 to or- 
ganize the Institute, he introduced another element which had a lasting 
effect—direction of the Institute by diplomats. At the 1905 meeting 
most of the delegations from the various countries were headed by the 
chief diplomatic representatives of those countries in Italy. In fact, 
only 5 of the 39 delegatioas were headed by persons who could be called 
specialists in agriculture, and these few were mainly from the minor 
countries.?, Many of the countries had sent delegations in order not to 


* David Lubin, Address, Congrés international d’agriculture, Budapest, 1899. 
Comptes-rendus. Actes préliminaires. Séances ... I, 95. 

2 Of the 14 largest countries, ro had delegations in which agricultural experts 
were included, while 4 were purely diplomatic in character. Of the 25 smaller coun- 
tries, 14 had mixed delegations, and 11 were composed only of diplomats. For a 
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offend the King of Italy, and their object naturally was to draw up a 
convention that would be “safe.” It was characteristic that Lubin was 
not even a minor member of the American delegation. 

The first effect of this “diplomatic” control was the formation of the 
Institute as an “organ of state.”” This did not mean that agricultural 
representation was forbidden, but it did mean that in practice many 
of the delegates would come from the diplomatic service. The next 
step was to restrict the activity of the Institute. Hence the convention 
ruled out “all questions relating to the economic interests, the legisla- 
tion and administration of any particular state,’ and by this step 
kept the Institute from ever becoming a deliberative body and con- 
fined its activities to the collection and distribution of information. 

The body, which was to fulfil both the hopes of Mr. Lubin and the 
fears of the diplomatic group, was the Permanent Committee, the 
“board of trustees,’’ which was to be in perpetual session. Dr. Hobson 
does not point out the following fact—quite possibly because the docu- 
mentary evidence is not complete—that it was the early expectation 
of many of the delegates to the Institute that the staff should be merely 
clerks for the members of the Permanent Committee who were to do 
the talking. Under such circumstances the president of the Institute 
could be given quite extensive powers over the staff, for their impor- 
tance was small and all activities were to be carried on by the dele- 
gates subject only to the control of their own governments. The fact 
that the president was given such authority was one of the decisive 
factors that led to such serious trouble later when all of the productive 
work of the Institute was being done by those “lowly”’ staff members. 

That the diplomatic character of the membership of the Permanent 
Committee persisted and even increased is shown by the fact that in 
1908, when the Institute began, 40.5 per cent of the actual delegates 
had had agricultural training or experience, in 1915, 37.6 per cent, and 
in 1925, only 24.4 per cent had such qualifications. In any event, there 
was a constant majority of diplomats; and, as Dr. Hobson points out, 
there were many ways in which additional votes could be secured by 
diplomatic pressure. There was a still further decrease in the number 
of agricultural representatives until, in 1930, agriculturalists were only 
16 per cent and Dr. Hobson was able to report that, of the 49 delegates 


first-hand story of the effect of this diplomatic representation see A. O. Agresti, 
David Lubin: A Study in Practical Idealism (Boston: Little, Brown, 1922), pp. 206- 
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to the Institute, 15 were Italians representing either Italy, her colonies, 
or countries which did not see fit to send one of their own countrymen, 
26 more were diplomatic representatives, and 8 were agricultural, of 
which only four had their residence in Rome.’ 

It is not surprising, therefore, that the section of Dr. Hobson’s 
monograph dealing with the control of the activities of the Institute 
by the president is most enlightening. But plain-spoken though it is, 
the whole story has not yet been told. 

The efforts of the American delegate, backed by his government, 
to eradicate the bad administration that had grown up as a result of 
the turning of a parliamentarily organized, diplomatically controlled, 
Institute, into a scientific fact-collecting organization was a failure, 
mainly because the influence of a single country could not in a few 
years countervail such a deadening background. The American dele- 
gate demanded first, that the Permanent Committee be transformed 
from a deliberative body to a ‘“‘board of trustees,” next, that the ad- 
ministrative staff be grouped and directed as the staff of an executive 
department and not as a group of clerks for a legislative body, and 
finally, that the administrative authority of the president be strictly 
curbed and administrative power be transferred to the general sec- 
retary, who would be responsible to the Committee as a whole and not 
to the president, who was simply the representative of a single country. 

The plans for reorganization pushed by the American government 
did make great progress, but they failed on one point—a vital one. 
The exertion of diplomatic pressure by the Italian president could not 
be prevented so long as the members of the permanent committee were 
in large part diplomatic agents. And, until there is a change in the 
character of the permanent committee, little can be expected in the 
way of a rejuvenation of the Institute. 

Dr. Hobson was the American delegate for seven years; and during 
a large part of the time he was the mainspring behind the attempted 
reorganizations that were finally blocked by the president. But in 
spite of that his monograph has confined itself to a calm consideration 
of clear-cut facts. Dr. Hobson, however, retains his belief in the origi- 
nal idea of the Institute: 

In the treaty [1905 convention] agriculture has a magna carta. By its 
terms governments solemnly pledge themselves to cooperate in promoting 


3 Asher Hobson, ‘‘Administration and Control of the International Institute of 
Agriculture.”” Second International Conference of Agricultural Economists, Ithaca, 
N.Y., 1930. Proceedings, pp. 343-49. 
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its welfare. It behooves the agricultural interests of all nations to demand 
that the Institute be conducted in a manner that will translate this pledge 
into an effective force [p. 319]. 
James GoopwIn Hopcson 
Cutcaco, ILLrNors 


The Masquerade of Monopoly. By FRANK ALBERT FETTER. 
New York: Harcourt, Brace & Co., 1931. Pp. xii+464. $3.75. 
Professor Fetter states that his “main theme is the basing-point 

plan of delivered prices. This is ‘the masquerader’ who has led a 

charmed life amid many vicissitudes, and who still is at large, flouting 

the law”’ (p. 245). Professor Fetter would end the masquerade by ‘“‘the 
requirement and enforcement of publicity for all prices in interstate 

commerce” (p. 411): if prices are publicly posted for delivery of a 

commodity at an announced place of sale and shipment, discrimina- 

tions between buyers (such as were involved in the “Pittsburgh Plus 
system of selling steel products) will be avoided. He builds up an 
elaborate, vigorous, and unanswerable condemnation of the former 

“Pittsburgh Plus” system; it will be remembered that he played a 

large and very effective part in the campaign for its prohibition. But 

his argument that, in practice, an element of monopoly is invariably 
accompanied by price discrimination because “discrimination is so 
much more profitable” (p. 417) does not appear to be valid. Although 
in most cases maximization of monopoly profit would involve discrimi- 
nation, monopoly profit less than the theoretic maximum can be ob- 
tained without discrimination; and, in fact, those possessing some de- 
gree of monopoly power do not always go so far as to resort to discrimi- 
nation in their quest for profits. For this reason, the proposed attack 
on price discrimination cannot succeed in eliminating a// monopolistic 
behavior. Professor Fetter appears to mistake the particular for the gen- 
eral: the general and fundamental change in market behavior which has 
accompanied the concentration of control over economic resources dur- 
ing the past half-century is to be found in the widespread desire to di- 
minish resort to price competition. The form by which this avoidance is 
achieved varies, however, according to circumstances. Where products 
are fairly homogeneous, costly to transport, widely marketed but pro- 
duced in relatively few places, a basing-point system may be used to 
provide a simple mechanism by which all producers can arrange to 
charge the same price (and, possibly, as in the “Pittsburgh Plus” sys- 
tem, make heavy local price discriminations). But in other industries 


” 








410 BOOK REVIEWS 


the price policy of a leader in the industry is followed without the use of 
an arbitrary basing-point. In industries dealing in a very great variety 
of products lacking any high degree of homogeneity a policy of avoiding 
any great increase in the proportion of business held may be followed. 
Professor Fetter’s remedy would touch neither the policy of “follow 
the leader”’ (which is the underlying evil of the “Pittsburgh Plus” sys- 
tem) nor the practice of avoiding the kind of competition that would 
diminish the share of business controlled by large rivals. 

Although Professor Fetter’s work is narrower in scope than his title 
would suggest, it is a contribution of the greatest importance to the 
study of the behavior of large corporate units. The development of the 
study of this aspect of our emergent industrial organization is an essen- 
tial prerequisite both to theoretical generalization concerning con- 
temporary economic events, and to the development of a policy of 
control. 

He analyzes relentlessly, but with sprightly wit, the manner in which 
the courts have rationalized their decisions in the more famous anti- 
trust cases, dealing with an especially acid scorn with the logical in- 
decencies of the decision in the case against the United States Steel 
Corporation. He very pertinently attributes a great deal of the diffi- 
culty in the administration of the antitrust laws to the lack of special 
training on the part of judges and the failure of the Department of 
Justice to make use of competent economic assistance in presenting to 
the courts the economic aspects of new practices. But he has faith in 
education as a means to better administration, a faith which appears 
to the writer to err on the side of excessive optimism in view of the 
necessary limitations of courts and the extreme complexity of the prob- 
lems which will be placed before them if, and when, competent eco- 
nomic assistance is sought by the Department of Justice. Professor 
Fetter also points with effect to the uncertainty and inertia which have 
resulted from the tendency of the courts to rest decisions upon the in- 
tent of the parties. 

His headlines and many phrases in the text are merrily mischievous, 
but it is regrettable that “the order of our theoretical criticism has been 
necessarily somewhat unsystematic and opportunistic”’ (p. 246). Never- 
theless, the book is strewn with wise observations administered with a 
sting. Professor Fetter casts well-founded doubt upon the economic 
justification for the size of many large units but does a good deal less 
than justice to the subject of integration. 

ARTHUR ROBERT BURNS 


CoLuMBIA UNIVERSITY 
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The Theory and Practice of Modern Government. By HERMAN 
Finer. Vols. I and II. New York: Dial Press, Lincoln Mac- 
Veagh, 1932. Pp. xv+vii+1556. $12. 

These two important volumes of Dr. Finer show a high level of in- 
dustry and a wide range of erudition. Inasmuch as this study is an 


effort to generalize from modern data to valid conclusions regarding the 
nature of the political process, the writer is to be congratulated on a 
necessary undertaking in the science of government. Further, the anal- 
ysis of the subject in terms other than regional offers many advan- 
tages, as over against the common national-territorial analyses of 
government. 

On the other hand, the difficulties inherent in an all-inclusive politi- 
cal synthesis have risen to frustrate the writer at various points, and it 
cannot be said that he has emerged without heavy and perhaps fatal 
loss. The criticism of Bryce’s Modern Democracies because of the omis- 
sion of England is more than matched by Finer’s failure to cover in 
his examination of the theory and practice of modern government 
Japan, Russia, or Italy. If Japan may be omitted from the general 
scheme of Western politics, how can we justify the omission of such 
ultra-modern types as those of the Soviets and the Fascists? 

From the topical point of view, the author has omitted reference to 
the development of judicial institutions, to local government, to civic 
training, and to international relations in modern states. The first two 
of these are to be covered in forthcoming volumes, but in the meantime 
the reader lacks the data from which the conclusions are drawn. Nor 
can it be said that adequate attention has been given to the important 
ideologies so intimately related to modern political action, or to the 
analysis of the functions of government. 

The relation of religion to modern government is omitted altogether, 
while economics is recognized (and pigeonholed) in a formal chapter of 
thirty pages in a total of some fifteen hundred. And this notwithstand- 
ing the intimate interpenetration of modern economic and political 
life to a point where they have become scarcely distinguishable, and 
even more in the face of Dr. Finer’s own notable orientation in parts of 
this field. What would have happened to “economics” if Dr. Finer 
had included the Soviet system in his analysis? 

The basic difficulty in Dr. Finer’s study is not the lack of industry, 
or erudition, or sophistication, all of which are found in quantity, 
but in his failure to recognize that a generalized synthesis of modern 
political theory and practice cannot be based wholly upon personal ob- 
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servation, but must rest on generalizations in large part from data 
accumulated by other workers in a widespreading field. 

The alternative is the arbitrary omission of important data, topics, 
systems, as in the present study; or the superficial accumulation of ma- 
terial from all fields; or the lack of time for mature and penetrating 
generalization from the available material; or, of course, limitation to 
some special fields. 

CHARLES E. MERRIAM 
UNIVERSITY OF CHICAGO 


The Trusts and Economic Control: A Book of Materials. By Roy 
EMERSON CurtTIS. New York: McGraw-Hill Book Co., Inc., 
1931. Pp. vilit+525. $4.00. 

Every person interested in the topics covered by Professor Curtis’ 
title should be sincerely grateful to him for his work in compiling the 
material it contains. No one can quarrel with his statement that “it 
is especially desirable for students of problems of the sort with which 
this book is concerned to have at their disposal, in convenient form, 
as much of the pertinent data as can well be utilized by busy people” 
(p. v). Naturally, some will wish for more of “this” and less of “that,” 
but most will agree that the selection is a reasonably representative 
one. Consequently, I believe that the book will serve admirably as the 
basis of a university course, either by itself or as supplementary reading 
to a volume which goes beyond his preference and does “undertake to 
offer an answer to the trust problem.” 

The attempt is made to be impartial, though the admission is frank- 
ly made that “necessarily, the very selection and arrangement of the 
material, founded as they are upon one man’s judgment, give some 
advantage to the point of view which he may happen to favor.” That 


point of view seems to place more reliance upon the benevolent minis- 
trations of the “invisible hand” than I believe justified; but for the 
purpose to which I expect to put the book, that is an advantage. 


There remains for consideration, however, the extent to which an 
editor should be responsible for the explanation of statements in ma- 
terial which he quotes that are either misleading or downright falla- 
cious. At times Professor Curtis seems to have been keenly alert to 
prevent misinterpretation or possibly unfair judgment by his readers. 
For example, on page 14, he inserts a footnote “written in 1920” to 
protect Dewing from possible criticism for his statement that since 
1905 there had been no “general” consolidation movement. Examples 
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of failure to correct errors in his selections are, unfortunately, fairly 
numerous. Among them may be cited the following. 


On page 13 Dewing is quoted as saying that “in 1880 there was 


nothing analogous to an industrial trust or consolidation in the sense 
that the term was used later.’’ Since the Standard Oil group had, in 
1877, 
cured a dominating position with reference to rail shipments of oil, 
since it had by 1879 complete control of the local pipe lines, and since 
the first Standard Oil Trust was organized in 1879, the words “nothing 
analogous to an industrial trust” seem to justify a note. 

On page 66 Dewing is again quoted as follows: ““The Standard Oil 
Co. is the most striking example of a business grown to large propor- 
tions solely through superior business ability.” In view of the well- 
known facts concerning railroad rebates, etc., this statement seems to 
reflect an astonishingly antisocial conception of what constitutes “su- 
perior business ability.” But perhaps Professor Curtis considers his 
quotations from the Supreme Court and Miss Tarbell (pp. 81, 82) a 
sufficient offset. 

On page 118 Professor Curtis states that the first New Jersey law 
permitting holding companies was passed in 1888. The correct date is 
1889. On page 129 he does not include the Radio Act of 1927 (amended 
in 1928) among his list of “‘all’’ the statutes related “in any way” to 
the trust problem. On pages 281 ff. he reprints the Federal Trade 
Commission figures of 1927 on the total number of cease-and-desist 
orders issued up to that time under sections 2, 3, and 7 of the Clayton 
Act. As Professor Seager and I pointed out over two years ago, the 
Federal Trade Commission figures are not accurate for any one of the 
three sections (Trust and Corporation Problems, p. 473). On page 345 
Professor H. B. Summers is quoted to the effect that rebates to the 
Standard Oil were “effectively stopped” in 1904. The Commissioner 
of Corporations “Statement” of December 30, 1907, shows that the 
rebates continued well into 1906. On page 419 the table and the im- 
mediately following paragraph are hopelessly inconsistent. In them we 


won a decisive victory over the Pennsylvania Railroad and se- 


are asked to believe that a concern producing 60,000 quintals of alu- 


minum “represents 33.33 per cent” of a world-production of approxi- 
mately 345,000 quintals! 
Obvious typographical or grammatical errors appear on pages 5, 
338, 418, 434, and 48o. 
. CHARLES A. GULICK, JR. 
UNIVERSITY OF CALIFORNIA 
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servation, but must rest on generalizations in large part from data 
accumulated by other workers in a widespreading field. 

The alternative is the arbitrary omission of important data, topics, 
systems, as in the present study; or the superficial accumulation of ma- 
terial from all fields; or the lack of time for mature and penetrating 
generalization from the available material; or, oi course, limitation to 


some special fields. 
CHARLES E. MERRIAM 
UNIVERSITY OF CHICAGO 


The Trusts and Economic Control: A Book of Materials. By Roy 
EMERSON Curtis. New York: McGraw-Hill Book Co., Inc., 
1931. Pp. viiit+525. $4.00. 

Every person interested in the topics covered by Professor Curtis’ 
title should be sincerely grateful to him for his work in compiling the 
material it contains. No one can quarrel with his statement that “it 
is especially desirable for students of problems of the sort with which 
this book is concerned to have at their disposal, in convenient form, 
as much of the pertinent data as can well be utilized by busy people” 
(p. v). Naturally, some will wish for more of “this” and less of “that,” 
but most will agree that the selection is a reasonably representative 
one. Consequently, I believe that the book will serve admirably as the 
basis of a university course, either by itself or as supplementary reading 
to a volume which goes beyond his preference and does “undertake to 
offer an answer to the trust problem.” 

The attempt is made to be impartial, though the admission is frank- 
ly made that “necessarily, the very selection and arrangement of the 
material, founded as they are upon one man’s judgment, give some 
advantage to the point of view which he may happen to favor.”” That 
point of view seems to place more reliance upon the benevolent minis- 
trations of the “invisible hand” than I believe justified; but for the 
purpose to which I expect to put the book, that is an advantage. 

There remains for consideration, however, the extent to which an 
editor should be responsible for the explanation of statements in ma- 
terial which he quotes that are either misleading or downright falla- 
cious. At times Professor Curtis seems to have been keenly alert to 
prevent misinterpretation or possibly unfair judgment by his readers. 
For example, on page 14, he inserts a footnote “written in 1920” to 
protect Dewing from possible criticism for his statement that since 
1905 there had been no “general” consolidation movement. Examples 
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of failure to correct errors in his selections are, unfortunately, fairly 
numerous. Among them may be cited the following. 

On page 13 Dewing is quoted as saying that “in 1880 there was 
nothing analogous to an industrial trust or consolidation in the sense 
that the term was used later.” Since the Standard Oil group had, in 
1877, won a decisive victory over the Pennsylvania Railroad and se- 
cured a dominating position with reference to rail shipments of oil, 
since it had by 1879 complete control of the local pipe lines, and since 
the first Standard Oil Trust was organized in 1879, the words “nothing 
analogous to an industrial trust’’ seem to justify a note. 

On page 66 Dewing is again quoted as follows: “The Standard Oil 
Co. is the most striking example of a business grown to large propor- 
tions solely through superior business ability.” In view of the well- 
known facts concerning railroad rebates, etc., this statement seems to 
reflect an astonishingly antisocial conception of what constitutes “su- 
perior business ability.”” But perhaps Professor Curtis considers his 
quotations from the Supreme Court and Miss Tarbell (pp. 81, 82) a 
sufficient offset. 

On page 118 Professor Curtis states that the first New Jersey law 
permitting holding companies was passed in 1888. The correct cate is 
1889. On page 129 he does not include the Radio Act of 1927 (amended 
in 1928) among his list of “all” the statutes related “in any way” to 
the trust problem. On pages 281 ff. he reprints the Federal Trade 
Commission figures of 1927 on the total number of cease-and-desist 
orders issued up to that time under sections 2, 3, and 7 of the Clayton 
Act. As Professor Seager and I pointed out over two years ago, the 
Federal Trade Commission figures are not accurate for any one of the 
three sections (Trust and Corporation Problems, p. 473). On page 345 
Professor H. B. Summers is quoted to the effect that rebates to the 
Standard Oil were “effectively stopped” in 1904. The Commissioner 
of Corporations “Statement” of December 30, 1907, shows that the 
rebates continued well into 1906. On page 419 the table and the im- 
mediately following paragraph are hopelessly inconsistent. In them we 
are asked to believe that a concern producing 60,000 quintals of alu- 
minum “represents 33.33 per cent” of a world-production of approxi- 
mately 345,000 quintals! 

Obvious typographical or grammatical errors appear on pages 5, 
338, 418, 434, and 480. 

CHARLES A. GULICK, JR. 
UNIVERSITY OF CALIFORNIA 
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The Federal Trust Policy. By Joun D. Ciark. Baltimore: Johns 

Hopkins Press, 1931. Pp. v+305. $2.75. 

This is a book of opinion about opinions: legislative opinion, judi- 
cial opinion, professional opinion, popular opinion. Here are surveyed 
with competent historical and legal analysis the currents of thought 
which led to the establishment, the development, and, one might al- 
most say, the consecration of the unique American policy of safeguard- 
ing competitive conditions in trade and industry. Professor Clark is a 
gifted writer with a keen mind. He brings out clearly and forcefully the 
distinctions which are indispensable to a correct understanding of the 
American anti-trust policy: (1) restraint of trade versus restriction of 
competition, (2) public service industries and natural resource indus- 
tries versus the ordinary businesses of manufacture and trade, (3) ex- 
clusive monopolizing versus inclusive combination, (4) enforced com- 
petition versus protected competitive opportunity, and (5) adminis- 
trative supervision versus administrative licensing or dispensation. He 
also adds numerous judicious observations on his own account: (1) on 
the importance to be attached to the Interstate Commerce Commission 
legislation and administrative experience in the founding and inter- 
pretation of the national economic policy; (2) on the significance of the 
Standard Oil and American Tobacco decisions, not for the obiter decla- 
ration of the rule of reason, but for the definitive victory of the govern- 
ment policy of safeguarding free competitive conditions in the market; 
(3) on the inconsequential réle of the professional economists in shaping 
this fundamental public policy, whether at its inception when the lead- 
ers of the profession are shown to have been almost unanimously skep- 
tical of its propriety, if not outrightly opposed to its doctrines, or in 
the more recent debates when they have generally supported the set- 
tled interpretation of the law. 

On the major issue Professor Clark aligns himself unreservedly with 
the defenders of the policy of the Sherman Act. His defense of that 
policy rests principally, so it appears, upon these grounds: (a) his be- 
lief that the pressure of competition in the markets compels unremit- 
ting experimentation and improvement in technical processes and ad- 
ministrative organization, and that no alternative incentive is ade- 
quate to this end (p. 283); (6) his assumption that fair prices to con- 
sumers and fair profits to investors are assured by full and free com- 
petition—or at least that these things are possible to those who are 
vigilant in looking out for their own interests and that the interests of 
those who are not vigilant need be no concern of social policy (pp. 275- 
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81); and finally (c) his faith that the law as now enforced is effective in 
providing genuine competitive rivalry for trade (p. 274), and is, in- 
deed, ‘‘an example of . . . . perfect legislation” (p. 298). 

Few economists today will accept unquestionably these bases for 
Professor Clark’s vindication of our anti-trust policy. Some will chal- 
lenge most vigorously the contention that technical progress springs 
from and depends upon competitive rivalry for customers and the 
prevalent intensive cultivation of the arts of salesmanship. Professor 
Clark has marshaled no evidence to meet this challenge. He has simply 
stated his own belief. Some will contest the assumption that, even in 
the presence of the free and fair competition contemplated by the law, 
the consumers will be supplied with the best goods at the lowest prices 
permitted by cost conditions or that investors will receive the actual 
earnings of their capital. Professor Clark has not stopped to consider, 
much less to evaluate, the available facts which point in that direction. 
Finally, many will dispute the claimed effectiveness of the law as now 
applied. Professor Clark has done better in his support of this base of 
his argument than in support of the other bases. Without making a 
conclusive showing, he has nevertheless indicated some of the persua- 
sive data backing up his contention. To the reviewer, however, he ap- 
pears to have neglected another branch of evidence which is incon- 
sistent with his claim. The business men themselves may not only be 
convinced of the reality of competition but may actually exhibit a 
certain form and degree of rivalry in the pursuit of trade custom. But 
the ultimate power, the final decisions, which limit and in the end de- 
termine the scope and character of this tempered competition, appear 
to lie in remoter and less accessible quarters than the managerial 
offices. It is especially in times like those now current that the con- 
centrated power of the bankers comes most clearly to the surface, and 
the independence of the business men becomes most plainly an illusion. 
On regular schedule, the engineer with his hand on the throttle seems 
to be running the train, but all the while it is the dispatcher who issues 
the orders. 

Though each and all of the bases upon which Professor Clark erects 
his defense of the Sherman anti-trust policy may be challenged, no 
reader will lay aside this book without a deep sense of respect for the 
author’s scholarship and probity. Even one whose admitted shift of 
view with continued study has brought him to different conclusions 
from those espoused by Professor Clark can entertain no bitterness on 
account of his criticism for inconsistency. For Professor Clark reveals 
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on every page his devotion to the public interest, his scrupulous im- 
partiality in dealing with such facts as he has before him, and his clear 
conviction that the issues at stake are too momentous to be clouded by 
personalities or prejudices. He has written a book worthy of the closest 
study by everyone who would profess to influence the opinion of others 
in the impending debate upon public economic policy in this country, 
Typographically the book is a credit to the publishers, being marred 
by only one serious error, so far as the reviewer observed: on page 107 


“competition” should read “‘combination.” 
Myron W. WATKINS 


New York UNIVERSITY 


Josiah Tucker: A Selection from His Economic and Political Writ- 
ings. With an Introduction by RoBERtT LIvINGSTON SCHUYLER. 
New York. Columbia University Press, 1931. Pp. 576. $5.00. 
This book contains a reprint of seven of Tucker’s writings, and an 

Introduction by Professor Schuyler giving an account of Tucker’s life 
and of some of his economic and political doctrines. Among the writ- 
ings here reprinted are two of special economic interest: The Elements 
of Commerce and Theory of Taxes, privately printed in 1755, and with 
only three copies in its original form known to survive; and The In- 
structions to Travellers, privately printed in 1757, published in Dublin 
in 1758, and also extremely rare. 

Tucker is more important for the history of ideas in the eighteenth 
century as a political than as an economic thinker. Judged by present- 
day standards, he displayed a strange mixture of reactionary and of 
liberal tendencies, both in economic matters and in politics. Except 
perhaps for his anti-imperialistic views and his opposition to war on 
economic grounds, he was not even abreast of the most advanced 
economic thought of his times. Although he had the advantage of 
personal correspondence with David Hume, and it is possible to show 
convincingly, by a comparison of his economic writings before and after 
1752, that he was influenced by and profited somewhat from Hume’s 
Political Discourses (1752), he never succeeded in seeing clearly or in 
absorbing Hume’s exposure of the fallacies underlying his own system 
of economic thought. His chief interest for the economist lies in the 
fact that he reveals with striking clearness the process of internal dis- 
integration of the mercantilist doctrine which was going on during the 
eighteenth century even before Hume and Smith had provided an ac- 
ceptable substitute. 
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Professor Schuyler, however, credits Tucker with having made im- 
portant original contributions to economic doctrine and with having 
exercised appreciable influence on later writers, including Adam Smith 
and the physiocrats. He relies unduly, however, on the similar claims 
made on behalf of Tucker by Walter E. Clark in his mediocre and 
naive monograph, Josiah Tucker: Economist, and the evidence which 
he himself presents both for Tucker’s originality and for his influence 
on later writers is exceedingly slender. “Like the classical economists of 
later days,” says Professor Schuyler, ““Tucker regarded self-interest as 
the psychological basis of economics”’ (p. 13; italics mine). With equal 
accuracy he could have said: “Like the mercantilist economists of 
earlier days.”” Since economic writings in English first made their ap- 
pearance, there has been common emphasis on self-interest as the domi- 
nant factor in economic activity. A large part of the logic of the mer- 
cantilist doctrines rested on the need for governmental control because 
otherwise individuals would follow their own interests to the injury of 
the common welfare. “The similarity of some of the basic economic 
ideas expounded in the Wealth of Nations to those which Tucker had 
previously set forth,” writes our author, “would make it reasonable to 
suppose that Adam Smith was influenced by his older contemporary, 
even if it were not known that he had a copy of Tucker’s Essay on 
Trade in his library.” It might, if it were shown that Smith and Tucker 
had many important ideas in common, #/ it were shown that these 
ideas were not widely prevalent at the time, and if it were not true 
that these ideas could readily be found in writers prior to both, some 
of them prior by a century. There is very little economic reasoning in 
Tucker which was not fairly common property at the time he wrote, 
and there were few doctrines in which Tucker was at all in advance of 
his time in which Hume and others had not made even further progress 
at an earlier date. To cite as further support of Tucker’s influence on 
Smith that “it has been clearly established, moreover, that Smith 
owed much to the French economists, some of whom were undoubtedly 
influenced by Tucker” (p. 16), without lending plausibility to it by 
concrete and detailed evidence is surely conducive to bringing into dis- 
credit the art of tracing intellectual influence. To anyone who is at all 
familiar with the doctrines of Tucker, the physiocrats, and Smith, the 
notion that Smith was appreciably influenced by Tucker, via the 
physiocrats, can be regarded as only a blind stab in the dark. 

Tucker’s writings are of interest for the history of economic thought 
as documents illustrative of the struggle of mercantilism to survive in 
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the face of what should have proved crushing criticism by means of a 
superficial change in form while adhering to an outmoded substance. 
Only fairly comprehensive ignorance of what preceded and what fol- 
lowed Tucker in the evolution of economic ideas can explain the as- 
signment to him of the réle of an economic innovator. But we can be 
grateful to Professor Schuyler for making generally available Tucker’s 
scarce writings and for his no doubt more accurate appraisal of the 
significance of Tucker’s political doctrines. 


JacosB VINER 
UNIVERSITY OF CHICAGO 


The Problem of Maintaining Purchasing Power. By P. W. 
Martin. London: P. S. King & Son, Ltd., 1931. Pp. xiv+ 
314. 15S. 

The author, in this closely and soberly reasoned book, deals with 
the problem of instability of business from the point of view of the 
factors operating to make the use of purchasing power diverge upward 
or downward from the rate necessary to maintain production at some- 
thing near full capacity. I am inclined to beli¢ve that, when supple- 
mented by an additional element, the behavior of prices, this is the 
most satisfactory of all the methods of approach, and provides the 
best basis both for statistical analysis of the phenomena of major 
business fluctuations and for consideration of remedies. The analysis 
in this book is competent and convincing, but I would have liked to 
see more detailed analysis of the significance of divergent movements 
of different types of prices as distinguished from the price level as a 
whole, and some consideration of the factors which determine the rates 
at which under different circumstances different credit-issuing agencies 
contribute to the flow of available purchasing power and different 
spending classes make use of the amounts of purchasing power available 
to them. 

Mr. Martin criticizes at some length the doctrine expounded by 
many of the classical economists, and especially by J. B. Say, that 
since goods themselves constitute the demand for goods, general over- 
production is impossible. He uses general overproduction to mean 
either (1) output or (2) capacity for production in excess of the 
amounts which the available amounts of purchasing power can absorb 
at remunerative prices. No one who had lived through any period of 
widespread business depression and unemployment could possibly 
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have denied the existence of “general overproduction’’ when so defined. 
It is true that Say and others have at certain points in their writings 
appeared to deny it, but what they were denying was the possibility 
either of indefinitely continuing overproduction in this sense or even 
of short-run overproduction in this sense if certain assumptions were 
fulfilled, the most important of which was that all prices, including the 
prices of the factors, quickly adjust themselves to the level at which 
all the units thereof seeking sale would attain it. Any rate of use of 
purchasing power, no matter how low, is sufficient to carry off any 
volume of output, no matter how great, if the prices are low enough, 
and any commodity prices, no matter how low, are high enough to be 
remunerative to the entrepreneur if the prices of the factors of produc- 
tion are low enough. Say himself occasionally presented his theory 
as dependent upon the existence of equilibrium between volume of 
purchasing power and volume of possible output times prices (especial- 
ly in his letters to Malthus); and J. S. Mill’s own theory of the business 
cycle can easily be reconciled with a theory of a cycle in volume of used 
purchasing power to which prices and money costs adjust themselves 
only slowly. 

In the author’s own account there is perhaps undue emphasis on the 
significance for control of manipulation of the volume of purchasing 
power. There is ground for maintaining that, given the prejudices and 
the obsessions of statesmen, bankers, and economists, the problem of 
unemployment is as much a problem of regulating wage rates, interest 
rates, rents, and the prices of monopoly commodities as one of regulat- 
ing the amount of purchasing power. For a single country under the 
gold standard and suffering from severe unemployment, deflation of 
monopoly prices and of money costs may be the only way out. And 
for unemployment due to maladjustments in relative prices rather 
than to falling price levels as a whole, an artificially stimulated expan- 
sion of purchasing power may accentuate instead of remedy the evil 
if the elements which had superior price-bargaining power before the 
inflation still retain it under the inflation and employ it to intensify the 
non-equilibrium divergences in relative prices. In any case, both the 
purchasing power and the price sides of the picture call for analysis, 
whereas only one side receives it here. But this book embodies an im- 
portant contribution, of whose timeliness and thought-provoking qual- 
ity there can be no question. 

JacoB VINER 
UNIVERSITY OF CHICAGO 
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Agriculture and the Business Cycle since 1920: A Study in the 
Post-war Disparity of Prices. By CLARENCE ALTON WILEY. 
Madison: University of Wisconsin, 1930. Pp. x+237. $1.25. 
The post-war agricultural depression of 1920-21 is the central theme 

of this study. The analysis agrees with that now generally accepted. 
Important elements were the war-time stimulation to agriculture in 
certain neutral countries, rapid post-war agricultural recovery in 
Europe, restoration of trade with neutral countries shut out during the 
war, decreased purchasing power in war-exhausted Europe, the inabil- 
ity of agriculture to contract or readjust rapidly, and general deflation 
of war-time currency expansion. Not so much attention is paid to the 
character and volume of the war-time financing as a monetary theorist 
might be inclined to wish, however. 

The period of readjustment and partial recovery in the position of 
agriculture following the crisis is much less clearly worked out. The 
gradual shifting-over in the character of agricultural production from 
a field-crop to more of a live-stock-product basis; the rapid develop- 
ment of new agricultural industries—fruits and vegetables, particular- 
ly; the changing emphasis on various products, such as the phenomenal 
growth in the relative importance of fluid milk; the rapid evolution in 
agricultural technique, both mechanical and otherwise, with conse- 
quent reduction in costs; and, finally, the spreading-out of grain and 
cotton production on vast new areas, in spite of lower prices—none of 
these is adequately or illuminatingly treated. And finally, there is no 
recognition or discussion of the possibility that perhaps, with improved 
methods and technique, farmers were really better off in 1927, 1928, 
and 1929 than in 1913—even if the ratio of the wholesale price of their 
products to the price of all products was lower than in 1913. Inci- 
dentally, Wiley never considers the point whether 1913 is a good base 
year for a point of departure. Neither is there adequate discussion as 
to why different prices and charges react differently in times of rapidly 
changing prices. 

The final portion of the study looks into what was then the future, 
and asks how and where public policy, co-operative marketing, and 
other devices can improve the position of the farmer. 

The marketing agency, whether it be co-operative or private, which at- 
tempts arbitrarily to set a price to the consumer, without at the same time 
having something to say as to the quantity of the product which it under- 
takes to dispose of, is doomed to certain disappointment. .. . . To confuse 
control or possession of supply for the purposes of marketing, with control in 
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the sense of authority and power to limit production, thereby affecting price, 
is to confuse the control which a reservoir has over a stream for the purpose 
of impounding the water with the power to regulate the amount of the flow. 


These axioms as to limitations on the co-operatives’ control of price, 
proved time and time again in the past, have been still more important 
since 1929 because of rapidly declining price levels of every sort. 

The depression of 1920-21 is now a decade and more away. This 
evaluation of it presents an exhaustive, detailed, perhaps oversimpli- 
fied, and yet convincing statement of the causes which brought it 
about. One wonders if it will take another decade before we will be 
able to see the underlying causes of the most recent price débdcle 
equally clearly. Perhaps, in the distant future, both will seem but part 
of one grand readjustment in world-economics—and the period of re- 
covery and stability, 1923-28, as but a brief pause in the process, rest- 
ing on false hopes and sustained by transitory and impermanent 
conditions. 


Morpecal Ezexiet 
Wasaincton, D.C. 


Monetary Inflation in Chile. By FRANK WHITSON FETTER. 
Princeton: Princeton University Press, 1931. Pp. xiii+-213. 
$2.50. 

This volume is the third in the series published by the Internation- 
al Finance Section of Princeton University, a series which Professor 
Graham auspiciously launched with his study of German currency. 
Professor Kemmerer, research director, contributes a prefatory note in 
which he points to poor banking and the failure to use reserves coura- 
geously as the most serious defects of Chilean banking. Professor Fet- 
ter accompanied the latter on his currency expedition to Chile. 

This book covers a period of seventy-five years, during most of 
which time Chile was off a metallic standard. Undoubtedly, an exami- 
nation of Professor Fetter’s book will constitute an important part of 
the task of anyone who in the future will require instruction in the the- 
ory and practice of paper money; few studies of inconvertible paper 
money have been carried through in so ambitious and thorough a man- 
ner. 

Professor Fetter’s approach is orthodox, to say the least; he so re- 
peatedly had to refute the inflationists in whose midst he lived that he 
is not adequately mindful of the strength in some of their arguments. 
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True, South American inflationists at times have aired grievances 
against the gold standard without adequate justification; but often 
their position has been supported by monetary practitioners of more 
orthodox persuasion than Professor Fetter’s South American neigh- 
bors (see pages 31, 41, 185-86). That Professor Fetter continues to 
preach that proper measures of precaution will protect a country 
against unfavorable balances of payments should, I take it, be ex- 
plained only by the practical requirement that Chilean politicians must 
not receive any encouragement from economists: they rely too much 
on the balance-of-payments argument and are not sufficiently energetic 
in adjusting from within. Even Ricardo would have modified his posi- 
tion if he lived today, in the light of the increased significance of move- 
ments of short-term capital and in the light of the peculiar difficulties 
currently confronting agricultural countries dependent on foreign- 
capital markets and selling commodities for which the demand is in- 
elastic. One who surveys the monetary history of the last four years 
may well inquire whether several countries would not have profited 
had they suspended gold payments at an earlier stage, instead of con- 
tinuing to export gold and dispose of foreign balances and contract at 
home. Their financial leaders also were too orthodox. 

Of one more point I am doubtful. It does not follow that because 
the metallic reserve of a country is equivalent to the metallic value of 
the paper money outstanding, a country is prepared to resume specie 
payments (see page 171). In general, I am in agreement with the au- 
thor’s explanations of the fluctuations in the value of the peso; and it 
may be observed that he, himself, does not neglect to consider fluctua- 
tions in the balance of payments (see pages 84, 140-41). Perhaps Pro- 
fessor Fetter might have raised the question of the accumulation of 
large amounts of cash abroad by Chileans, which could not so easily 
be converted into cash at home and which, in the opinion of the re- 
viewer, accounted in part for the relatively slow rate of inflation during 
the war; and perhaps more attention might have been paid to the 
fluctuations in the value of sterling and gold (see pages 49 and 140-41, 


however.) 
S. E. Harris 


HARVARD UNIVERSITY 
Mathematische Volkswirtschaftslehre. By O. WEINBERGER. Leip- 


zig und Berlin: B. G. Teubner, 1930. Pp. xiv+241. 


On the afternoon of the 23d of June, 1903, I was accompanying young 
Professor Henry L. Moore of Columbia University, New York, to the door 
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of my office, when, after explaining the obstacles which he himself was en- 
countering in America, he said: 

“Mind you, my dear M. Walras, for a scientific revolution such as you 
wish to make in political economy, you would need fifty years.” 

“That is the exact number,” I replied. 

And as we were near my library, I took down from a shelf the Précis de 
histoire de l’astronomie of Laplace, and opening at page 130, which was indi- 
cated by a bookmark, I had him read these lines: 

“About fifty years passed after the discovery of the law of gravitation 
before anything of importance was added to it. It took all that time for this 
great truth to be generally understood, etc.” 

Whereupon we shook hands and wished each other good luck. And, in- 
deed, since it is only thirty years since I published the four memoirs summa- 
rizing the mathematical theories of social wealth, I may hope that in another 
twenty years this theory will be “generally understood.” 

—LEOoN WALRAS 

Quoted by E. ANTONELLI, Revue d'histoire des doctrines économiques et 
sociales (Paris, 1910), pp. 169-70. 


The twenty years have passed and Walras’ hopes have not yet been 
realized; his theory is still far from being “generally understood.” 
Nevertheless, it is better understood today than it was a generation 
ago, and—what is much more important—it is being completed, 
amended, and improved. Dr. Weinberger’s book, which is intended as 
an introduction to mathematical economics, should help to hasten this 
process, especially among German-speaking economists, who, until re- 
cent years, have paid little or no attention to the mathematical aspects 
of their science. 

The book is divided into four parts as follows: An introductory 
chapter of 31 pages analyzes and defends the réle of mathematics in 
the study of economics. This is followed by 88 pages of historical mate- 
rial, in which the leading contributions of the various mathematical 
economists are summarized. Important features of this part are the 
biographical and the bibliographical sections. The third part of the 
book (85 pages) is devoted to the main problems of mathematical 
economics. The more important topics considered are: the equilibrium 
problem, the population problem, utility and value, price, monopoly, 
wages, interest, rent. The treatment of these topics is presumably in- 
tended to prepare the reader for a consideration of the broader prob- 
lems of general static equilibrium and general dynamic equilibrium, in- 
cluding certain aspects of monetary theory. The fourth and last part 
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(35 pages) is an elementary discussion of graphic methods as an aid to 
mathematical economics. 

What impresses me most about this book is the fulness and accuracy 
of its references. Dr. Weinberger has read much and wisely. His schol- 
arship, his linguistic equipment, his broad sympathies, and judicial 
temper—Dr. Weinberger is a jurist by profession—have left their 
stamp on this book. 

But the book also contains some errors. Since, however, these have 
already been discussed by Dr. Neubauer in his review of this book,* I 
need not dwell upon them here. It is fair to add, however, that al- 
though the book covers a wider range and is a more scholarly work than 
Zawadzki’s excellent treatise,’ it is not so well integrated. It gives the 
impression of being a collection of brief essays rather than a thoroughly 
coherent work. Thus it seems to me that such problems as duopoly, 
demand and supply, the réle of “‘time”’ in interest theory, as well as the 
contributions connected with the names of Evans and Roos, deserve a 
fuller and more critical treatment than Weinberger has seen fit to give 
them. Also, it is difficult to find a justification for devoting the last 
35 pages to an elementary discussion of graphic methods. Any reader 
who can follow the mathematical developments in the previous pages 
need not be told how to plot a straight line or a parabola, or what a 
frequency curve looks like.’ 

These blemishes stand out by contrast with the other features of the 
book, which are excellent. They can and should be removed from a 
second edition, which, I hope, will soon be needed. When they have 
been removed, the book will become a standard reference work on 


mathematical economics. 
HENRY SCHULTZ 
UNIVERSITY OF CHICAGO 


John Mitchell, Miner: Labor’s Bargain with the Gilded Age. By 
Exste Giicx. New York: John Day Co., 1929. Pp. xvi+270. 
$3.00. 

The problem of leadership has been one of the neglected aspects of 
the labor movement. In part this is the consequence of the inarticu- 

* Zeitschrift fiir die Gesamte Staatswissenschaft, XCI, No. 1 (1931), 135-45- 

* WI. Zawadzki, Les mathématiques appliquées a l'économie politique. Paris: 

Marcel Riviére et Cie, 1914. 

3 I feel all the more justified in voicing this opinion, since the chapter in question 
includes a graph from a work of mine. 
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lateness of the poor and their leaders, and in part it is the consequence 
of the fact that the field has been cultivated by people with an eye to 
the economic aspects rather than by sociologists or social psychologists. 
The recent vogue of biographical literature has brought forth a few 
studies of labor leaders of which this one by Elsie Gliick is a very excel- 
lent example. 

Miss Gliick has written not only a life of John Mitchell, but a his- 
tory of the miners’ union with the rise of which Mitchell’s career is 
intimately connected. But the account of both is quite impressionistic, 
so that, while the discussion of the economic conditions in mining com- 
munities and the explanation of Mitchell’s later characteristics of 
timidity in the company of men and conciliatory attitude toward em- 
ployers provide the right literary effect, they are not always convinc- 
ing. As it is a sympathetic study of Mitchell, Miss Gliick has tried to 
bring out those aspects of his character which might account for leader- 
ship of the miners. But on finishing the volume one is left with the im- 
pression that the crucial factors responsible not only for his rapid rise 
to leadership but also for his brief career as the most outstanding lead- 
er in the labor movement in the early years of the twentieth century 
are to be sought elsewhere. 

In his early life there is very little which gives any indication of 
future leadership. The decisive influence was apparently that of W. D. 
Ryan, an experienced labor leader, who not only picked the young 
miner as his assistant but was also responsible for his election to the 
position of secretary-treasurer of the subdistrict of northern Illinois. 
When in 1897, at the age of twenty-seven, Mitchell was elected to the 
executive board of the state union, an important change took place in 
the struggles of the miners’ union. During the eighties and nineties 
while the craft unions were engaged in a fairly successful retreat from 
the collapse of the Knights of Labor, the miners made continuous but 
unsuccessful efforts to organize an industrial union. The strike of 1897 
turned the tide. As a member of the state executive board during the 
1897 strike Mitchell became fairly well known, and when he went as a 
delegate to the national convention in 1898 he went as the representa- 
tive of the second largest state union and was bound to receive some 
recognition. But again it was Ryan who utilized the political rivalries 
between the state unions to elect Mitchell to the vice-presidency. 
Ratchford of Ohio, coming from the largest state union, was president, 
but it was current gossip that he would soon accept a political appoint- 
ment. Ryan promised Ratchford’s opponents that, if they voted for 
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Mitchell then, they could have the presidency later. This bargain 
never materialized, and in spite of the reluctance to promote the in- 
experienced young miner to the presidency, the executive board, in the 
fall of 1898 when Ratchford resigned, promoted Mitchell to be acting 
president until January, 1899. 

Mitchell’s term of leadership was short. He was president of the 
union until 1908, when he resigned at the age of thirty-eight. As the 
head of a growing and successful union Mitchell soon gained a national 
reputation which was in great part the result of the strikes of 1900 and 
1902. But again the success of the strike of the anthracite miners in 
1900 was in a large measure due to the efforts of Hanna, who, in addi- 
tion to holding a favorable attitude toward collective bargaining, feared 
the effects of a protracted strike, in which public sympathy was on the 
side of the strikers, on his political fortunes. The strike of 1902 was 
settled with the aid of Hanna and Roosevelt, who compelled the oper- 
ators to accept arbitration. 

It is, however, not necessary to minimize Mitchell’s personal con- 
tributions. His cautious leadership prevented the union from under- 
taking things it could not carry out. His emphasis on law and order 
and on the unity of interest of workers and operators won over a great 
many of the operators to collective bargaining. His sentimental philos- 
ophy attracted a great many liberal people, and wherever he went he 
took great pains to cultivate the non-wage-earning elements. 

But even at the height of his power Mitchell was meeting a great 
deal of opposition, both from political rivals who wanted his job and 
from radical elements in the union who did not approve of his philoso- 
phy and caution. Mitchell’s resignation in 1908, owing to ill health and 
his dislike of intrigue, brings into clear relief the problem which has 
confronted both American labor unions and their leaders. The higher 
standard of living acquired during the time of leaderhip makes a 
return to the former occupation impossible. In consequence trade- 
unions have often retained leaders long after their usefulness had end- 
ed. When this has not been the case or when leaders have resigned they 
have been faced with two alternatives. The one, of which there are 
many examples, expecially in the miners’ union, is to go over to the 
service of the employers, and the other is to fill some political position. 
Mitchell followed the latter course and after a short period of service 
with the National Civic Federation—which he gave up as the result of 
criticism from the union—he ended his days in the service of the state 
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of New York first as a member of the Workmen’s Compensation Com- 
mission and then as chairman of the Industrial Commission. 


AARON DIRECTOR 
University oF CHICAGO 


The Smoothing of Time Series. By FREDERICK R. MACAULAY. 
New York: National Bureau of Economic Research, Inc., 1931 
Pp. 172. $2.00. 

Most students in elementary courses in statistics have been intro- 
duced to a topic called “smoothing by moving averages.’’ The process 
is simple and rather fascinating to certain types of students, especially 
in the problem where seasonal variation is in a way wiped out. But 
the results are usually a trifle disappointing because the smoothed 
curve is usually not so very smooth and there is a rather shaky arbi- 
trariness in the handling of the points lost at the ends of the interval. 

Dr. Macaulay’s little book is an account of some extensions of this 
idea of a moving average. It is a side product of an investigation of 
interest rates and security prices in the United States since January, 
1857. Indeed, not the least interesting part of the book are the glimpses 
one gets between the lines of the various attacks on the problems of 
making comparisons between the special time series in that investiga- 
tion. 

After an introductory chapter intended for the reader who wants 
merely a brief description of the smoothing process with actual numeri- 
cal examples, the author takes up in order graduation by simple moving 
averages and by the mid-ordinates of third-degree parabolas fitted by 
the method of least-squares, third-degree parabolic graduation formu- 
las having smooth weight diagrams, summation formulas, fifth-degree 
parabolic summation formulas, and the methods of Rhodes and Whit- 
taker-Henderson. 

The exposition is verbal and empirical and is free from complicated 
formulas and symbolism—too free, perhaps, for those who would wish 
to consider underlying theory. Directions given for some of the 
smoothings, especially those connected with weight diagrams, are 
seemingly arbitrary and need a few words of justification. Throughout 
the book emphasis is laid on the fact that there is no unique smooth 
curve for given data. Smoothing is a relative operation, and depends 
upon the purpose for which the time series is smoothed. This purpose 
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may be the obtaining of a close fit to all the factors in the data with 
the exception of seasonal variation, or it may be a study of changing 
seasonal fluctuation. Its purpose may be to find something to replace 
the raw data, or again simply to supplement it. This idea of a purpose 
behind the smoothing is developed at considerable length. 

The question of weights receives unusual attention, especially the 
desirability of smoothness in the weight diagram. Twenty-four weight 
diagrams are represented graphically. One chapter is devoted to the 
desirable characteristics of formulas for graduating monthly time se- 
ries and gives rather definite criteria for judging between different 
methods. The advantages and disadvantages of many types of smooth- 
ing formulas are discussed, the author favoring an approximately fifth- 
degree formula containing forty-three terms and a method to which 
the name Whittaker-Henderson is given. This latter method is of par- 
ticular interest and a chapter is devoted to it, but the ordinary reader 
will find it necessary to refer to the original papers by Whittaker and 
Henderson for a thorough understanding. 

The book is not meant to be a textbook, but is simply an account of 
results actually discovered in attempts to smooth the particular series 
in which the author was interested, though here and there some gen- 
eralizations could be made. To a person who wants simply to glance 
over the general problem of smoothing time series, the book is very 
informing. It will be very instructive to the student who already has 
some knowledge of the subject and has access to the original papers 
mentioned in footnotes. To the worker who is facing a real problem in 
the study of time series, it will be extremely useful. 
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International Administration. By Norman L. Hix. New York: 

McGraw-Hill Book Co., Inc., 1931. Pp. xi+292. $3.00. 

The increasing complexity of life, accompanied by the growth of 
political control in modern civilization, has been followed by the rise 
in importance of the subject of governmental administration. This has 
been true of municipal, state, and national governments; and more re- 
cently it has been strikingly shown in international government. The 
numerous cargoes of goods and passengers that are carried between 
countries by ship, railway, and airplane, the multitude of messages 
sent by mail, cable, and radio, and many other economic, social, and 
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cultural relationships, have created a maze of transactions affecting 
enormous values that cannot be left entirely to the anarchy and chance 
of individual initiative. The natural and inevitable result has been the 
creation of international agencies of control and administration which 
help to assure orderly and regular performance in the world’s business. 
Since the war, some nineteen or twenty multipartite conventions for 
the solution of international problems have, on the average, been com- 
pleted each year; and several hundred such conventions are in exist- 
ence. Many of the conventions have provided for permanent agencies 
by which the agreements are put into effect, and these are the materials 
for ‘.1e science of international administration. Ordinarily each prob- 
lem has been met as the emergency has arisen. This ad hoc method, 
as in the field of state administration, has resulted in a great variety of 
institutional forms. Dr. Hill has made an extensive study of these 
agencies and has sought to analyze and classify them with regard to 
their powers, personnel, control by the participating governments, and 
the nature of the conventions which have created them. He has thus 
given an organized treatment of what otherwise seems to be a chaotic 
subject. It is not the first time that the task has been performed; but 
continual developments in the field have made it highly desirable that 
a volume of this sort should be brought out. 

Classifying the administrative institutions with regard to the nature 
of their functions, we find that they are of two main kinds. In one 
class is the supervisory commission which has no direct conduct of 
administration but which reviews or regulates the work of other bodies. 
Examples of this type are the Mandates Commission of the League of 
Nations, which reviews the reports of mandatory governments, and 
the International Commission for Air Navigation, which draws up 
regulations to guide the member states in the issuance of certificates of 
air-worthiness and licenses. In the other class are bureaus which are 
set up to perform direct functions of an informational and ministerial 
character. Thus the International Bureau of the Universal Postal 
Union publishes and distributes information regarding the work of the 
union and settles accounts among postal administrations; and the 
International Bureau for the Protection of Industrial Property fur- 
nishes information and serves as a registry for trade-marks. 

Considering the various agencies according to the degree of inter- 
nationalization in their make-up, the author finds that they extend 
over a wide range. Many of them, such as condominium arrangements, 
make use of strictly national agencies. Thus in the government of the 
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New Hebrides the control is vested in two high commissioners repre- 
senting Great Britain and France. A more extreme illustration of the 
use of national representatives is seen in the collection of revenues of 
certain backward countries by the governments of one or more creditor 
nations. Some writers would not include in a list of international ad- 
ministrative unions the form of financial control where the interven- 
tion is by the officials of one creditor nation, as in the case of American 
control in Haiti. The author, however, considers that the founding of 
such an arrangement upon a treaty between the two governments 
justifies the classification of it as an example of international adminis- 
tration. A greater degree of internationalization is shown in commis- 
sions set up to deal with questions of mutual interest, although the 
appointments are frequently made by the member national govern- 
ments and the appointees retain their representative character. The 
International Joint Commission of the United States and Canada, 
which deals with questions of boundary waters, is of this type. Finally, 
the officials of another type of administrative organ are appointed by 
some already existing international body, such as the Council of the 
League of Nations. Considerable attention is naturally given to the 
League which at the time of its foundation was vested with the super- 
vision of certain administrative bodies already in existence. The 
League also has many duties which have called for the creation of an 
elaborate administrative machinery of a supervisory, informational, 
and ministerial character. The author has attempted no rhetorical 
flourishes or dramatic effects but has given a sane and scholarly analy- 


sis of an unusually important subject. 
BENJAMIN H. WILLIAMS 


UNIVERSITY OF PITTSBURGH 
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